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RECENT DISCUSSION OF THE CAPITAL 
CONCEPT. 


To most readers the reopening of the question as to 
the concept of capital will seem to call foran apology. If 
after so much discussion the fundamental definitions have 
not been generally agreed upon, some will say that further 
argument on terms and concepts is a waste of time. 
While practical questions of great importance await pro- 
founder study, impatience of metaphysical quibbling is 
pardonable ; but in recent years many students have felt 
that there was need of earnest effort to make clearer and 
more consistent the fundamental concepts. These are the 
tools which aid men to think on economic subjects. A 
flaw in these concepts, an unsuspected ambiguity in a 
word or phrase, not only mars the conclusions of the 
student, but affects the popular judgment on the most 
practical questions. The circumstances and special prob- 
lems of former generations have caused the grouping of 
unharmonized ideas under one term ; and it is the business 
of the economist to measure, mark, and correct the con- 
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cepts, to make the parts consistent with each other and 
the whole fitted to the needs of social discussion. The 
writer believes that there is no economic term to which 
this statement applies more fully than to capital, and this 
belief is the apology for the present paper. The concept 
of capital holds a central place in every economic system, 
and on its treatment have always depended the leading 
categories in the theory of economics. All agree, what- 
ever definition may be held, that’ this is increasingly “a 
capitalistic age.” The place, therefore, of the concept in 
all practical problems is growing more and more dominant ; 
and a better definition of it is the most urgent need of 
the abstracter branch of economic science. 


I. BouM-BAWERK. 


A point of departure admirably fitted for our purpose 
is found in the Positive Theory of Capital of Béhm- 
Bawerk, which was given to the English reading public in 
1891, and at once gained a large following. There are 
several advantages in beginning here. As the author’s 
purpose was to present not only a theory of interest, but, 
as the title indicates, a Positive Theory “of Capital,” we 
get the most typical cross-section of the study. We start 
with the known ; and we direct our criticisms not against 
abandoned errors, but against views widely accepted. 

Béhm-Bawerk undertook in his two large volumes 
to deal thoroughly with the theories of interest, and, to 
do so, was led to deal with the concepts of capital; for, 
thought he, it is capital for which interest is paid. How- 
ever much he disputed the relation of production and in- 
terest, he had no doubt, in undertaking his study,* as to 
the relation of capital and interest. Interest is the yield 
of capital in the broader sense, and capital the source of 


* We will note later his abandonment of this idea, calling the rent of land 
“* interest ” (Positive Theory, 355) and ascribing interest to all consumption 
goods, even those not included in capital. Ibid., 350. 
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interest. They are correlative terms. To clear the field 
for his own concept of capital, Béhm-Bawerk, therefore, 
passes in review the various conceptions of capital that 
have been employed. He begins by following the histori-. 
cal order,* and later groups the concepts in logical order.t 
In the chapter on historical development he begins with a 
mention of the medieval view of capital as “an inter- 
est-bearing sum of money,” gives a few words to Turgot’s 
“saved goods” (a very inadequate, not to say mistaken, 
interpretation of Turgot’s view), and passes on to Adam 
Smith’s division of these into consumption goods and 
capital that brings an income. In Smith’s treatment the 
author thinks he finds the germ of the productivity theory 
of interest, which he considers false. Smith, in giving 
two varieties of the concept,— capital as a means of ac- 
quisition to the individual, and capital as a means of 
social production,—has in reality given, says Béhm- 
Bawerk, “two entirely independent conceptions, resting 
substantially on quite different foundations, and only con- 
nected externally by a very loose bond.” $ After devot- 
ing several pages to discussing this difficulty, the author 
abandons the historical order, and enumerates eight other 
variations of the concept: Hermann’s “every durable 
foundation of a utility which has exchange value”; Men- 
ger’s “groups of economic goods of higher rank [produc- 
tive goods] now available to us for future periods,” Klein- 
wichter’s “tools of production”; Jevons’s “sustenance 
of the laborer” ; Marx’s “ instruments for the exploitation 
of the laborer ” ; Knies’s goods available to satisfy wants in 
the future; Walras’s goods which can be used more than 
once ; McLeod’s “ value of the productive power contained 
in material goods.” § These are discussed more at length 
in Chapter V., the most important contentions being that 
the distinction between consumption goods and what he 
calls “the true instrument of production” is essential ; 


* Positive Theory, p. 24, ff. t Ibid., p. 42, ff. 
t Ibid., p. 27. § Ibid., p. 31, ff. 
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that labor must not be confused with capital; that land 
must for many important reasons also be kept distinct; 
and that capital should be looked upon not as a “sum of 
value” hovering over goods, but as the “complex of 


goods ” itself.* 


Among these many variations the author gives his ap- 
proval to that of Adam Smith, giving it “a more distinct 
formulation,” + however, and distinguishing between the 
wider and narrower conceptions, acquisitive (private) 


and productive (social) capital. Of the former he says: 
“Capital in general we shall call a group of Products 
which serve as means to the Acquisition of Goods. 
Under this general conception we shall put that of Social 
Capital as narrower conception.” { The problem of inter- 
est, he thinks, is connected with private or acquisitive 
capital, not necessarily with social or productive capital. 
We may represent in the above diagram the results 
of the author’s long inquiry. The large circle represents 
the entire material wealth of society. The outer band 
* Positive Theory, pp. 43-59. t Ibid., p. 31. t Ibid., p. 38. 
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marked L is land, or all natural agents. The entire 
circle P contained within that band consists of “ prod- 
ucts.” The next band, C G, is consumption goods. The 
concentric circle S C, within, is social capital, and the 
oval C is “capital in general,” or private capital, embrac- 
ing all social capital and, in addition, such consumption 
goods as are let for hire. Representing this in another 
way, we have the following classification : — 


Land 
Wealth | Consumption goods 
Let for hire 
; or 
Social capital P 


What judgment now is to be passed on this reading of 
the capital concept? We must be struck by the fact that 
in the matter of simplicity the results of the author’s 
study are not ideal. But he asserts with a tone of tri- 
umph that the “conception meets all our logical and 
terminological requirements. Logically, it is umnassail- 
able.” * He concludes with this hopeful prophecy: “If, 
then, unbiassed people are ever to agree on the conception 
of capital, we may expect that this will be the one 
chosen.” | His strongest ground for such a hope was the 
fact that he had made a place under the name “ capital ” for 
the two most generally employed concepts, and that the 
concept of social capital is the one widely held,“ products 
used for further production.” He did not claim much 
originality for this part of his works He says: “The 
heavy part of the Positive Theory of Capital lies in the 
theory of interest. In the other portions of the subject 
[he seems to mean the concept of capital] I was able, at 
least on the whole, to follow in the footsteps of previous 
theorists.” ¢ 

The immediate reception of this portion of the author’s 
work largely justified his hopes. His careful restatement 
of the concept and the authority of his name undoubtedly 


* Positive Theory, p.59. —_t Ibid., p. 60. tIbid., Preface, p. xxiii. 
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added to the prestige it already enjoyed. The more usual 
point of attack on the author has been his interest theory, 
not his capital concept, which has been far less ques- 
tioned,* — in fact, has usually been accepted as flawless. 
Some protests, however, have already been raised against 
it; and, although it is still the dominant concept, discon- 
tent with this and other features of the older economic 
thought has been spreading. The earnest teacher, using 
the available text-books, and attempting to correct their 
treatment in accord with recent criticisms, is in despair. 
To one who has watched the course of the discussion it 
might seem that the service of Béhm-Bawerk’s work, so 
far as it touches the capital concept, lay not in settling, 
but in reopening the whole question. Remembering, 
however, that most students still accept Béhm-Bawerk’s 
statement of the concept, we turn to a group of thinkers 
who would give other readings to it; and we shall con- 
fine our study to the leading representatives of two differ- 
ing views on the question. 


II. J. B. 


This part of the Austrian writer’s work, especially, 
was attacked by Professor John B. Clark,t who defends 
the productivity theory of interest, though that point 
we need not raise in this paper. His own views had been 
published ¢ at the same time as the German edition of the 
Positive Theory of Capital; but more attention was at- 
tracted to them, it is probable, as a result of this contro- 
versy than at their first publication. I shall not enter into 
the merits of the discussion as a whole. It was carried on 


* E.g., Horace White on ‘“ Béhm-Bawerk on Capital,” Political Science 
Quarterly, vii. 133-148 ; General Walker, ‘“‘ Bhm-Bawerk’s Theory of Inter- 
est,” in Quarterly Journal of Economics, vi. 399-416. 

t “ The Genesis of Capital,’”? Yale Review, ii. 302-315 ; ‘‘ The Origin of In- 
terest,”? Quarterly Journal of Economics, ix. 257. 

$ Publications of the American Economic Association, iii. (1888). 
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with great skill, with some later confessed misunderstand- 
ings, and at times, perhaps, with an over-subtlety which 
makes it exceedingly difficult to follow. I shall simply 
try to state the issue involved as to the capital concept. 
In every-day speech and in the writings of economists 
there have been, since before the time of Adam Smith, 
two broadly marked ways of thinking of capital: one 
views it as concrete goods, such as tools and machines ; 
the other, as the money expression, or market value, of 
the goods. It is probable that no writer has long kept 


from the use of the term in both these ways, no matter 1 


what his formal definition. Frequently both uses will be 
found on the same page. A few writers only have chosen 
to frame their capital concept in accord with the second 
of these ways of thinking.* Béhm-Bawerk has taken the 
former way, defining capital as the concrete goods; and in 
the interest problem he insists on the need of comparing 
goods of like kind and quantity. Clark declares this to 
be an error, and defines capital in harmony with the 
second way of thinking of it. He says, “ There is in ex- 
' istence a permanent fund of productive wealth, expres- 
sible in money, but not embodied in money; and it is this 
that business men designate by the term capital.” + The 
concrete things which make up this fund he calls “ capital 
goods.” In contrast with this list of goods he often speaks 
of his kind of capital as “true capital,” or “ pure capital,” 
which, as he says elsewhere, “ resides in many unlike things, 
but consists of a single entity that is common to them all. 
That entity is ‘effective social utility.” Again, he 
says: “Capital goods are ... vanishing elements, True 
capital ... is abiding.” § Elsewhere he clothes his defi- 
nition, which he calls “‘ the common and practical sense of 


the term,” in these words: “ Capital ic an abiding fund of _)_ 


wealth employed in production.” || 
* Positive Theory, pp. 33, 34. t Yale Review, ix. 307. 
$ Publications of American Economic Association, iii. 91. 
§ Yale Review, ii. 308. || Quarterly Journal of Economics, ix. 257. 
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Needless to say, Béhm-Bawerk defends himself vigor- 
ously against the charge of “side-tracking” the theory of 
capital in defining the concept as he had done. The con- 
troversy turned about the phrase “ goods of like kind and 
quantity,” and the question as to the real nature of the 
comparison of present and future goods. Clark holds that 
it is two sums of “quite different goods” that are com- 
pared. Béhm-Bawerk saves his phrase by the expedient 
of making the “goods of like kind and quantity” mean 
“dollars,” “exactly as does Professor Clark.”* This is 
not a novelty with him; for, as he points out,t he had “in 
many, and in some of the most important, passages of the 
Positive Theory of Capital... used money as an illustra- 
tion of the proposition that present are worth more than 
future goods.” Without quite indorsing Clark’s comment 
on this point, we may agree with him that this appears to 
surrender the entire question concerning the formula “ of 
like kind and quantity.” ~ What meaning is in the phrase 
“the technical superiority of present goods over future 
goods,” when those goods are made to mean dollars? 
What becomes of the elaborate analysis of the roundabout 
method of production? § Certainly, it means something 
very different, when the present goods employed are taken 
merely as circulating medium which is not in the normal 
case retained by the individual producers nor used up by 
society. The truth is, Béhm-Bawerk had fallen into the 
common error of using two different conceptions of capi- 
tal, and at the first attack was found in an untenable 
position. This phase of the controversy seems to end by 
showing that the conception of capital made use of by 
Béhm-Bawerk himself, when he discusses business prob- 
lems, takes the money expression, and differs in important 
ways from that of concrete goods expressed in his elabo- 
rately framed definition. A word as to the relation 
of these two views. It is to be noted that both parties 


* Quarterly Journal of Economics, ix., 116. t Ibid., 380, 
t Ibid., 263. § Positive Theory, pp. 17-23. 
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agree that economists must study wealth under both these 
aspects. Béhm-Bawerk admits that he doesso. The point 
against him is that, while framing his concept and basing 
his argument as to interest on the first, he introduces the 
second view, in some ways inconsistent, without recogniz- 
ing the shift of concept. And Clark says that “the issue 
is not whether concrete capital goods are or are not to be 
studied at all. For certain purposes they have to be 
studied.” * But he would confine the term “ capital ” to the 
sum of wealth or “permanent fund” constituted of the 
perishable goods. 

The conception championed by Clark is of great signifi- 
cance; and, before going further, it is important to con- 
sider some peculiarities and difficulties in Clark’s way of 
setting it forth. 

(1) The discussion is confined by Clark at the outset to 
social capital.t He uses this term in a wider sense than 
Béhm-Bawerk does (as is explained in the next paragraph), 
but not differently as to the exclusion of consumption 
goods. Social capital is that kind which Béhm-Bawerk 
himself considers to be productive. Clark gains thus a 
distinct tactical advantage over his opponent in uphold- 
ing the productivity theory of interest, though that is not 
of immediate importance to us here. The fact, however, 
that Béhm-Bawerk does not note this limitation, but fights 
the issue on the ground chosen by his adversary, shows 
that he himself is caught in the confusion of the two con- 
cepts, and is the strongest evidence of the inexpediency of 
the division of capital into social and private.t On the 
other hand, the fact is of immediate interest to us that 
Clark gives this narrower content to the term “capital,” 
confining capital to “ material forms of wealth that do not 
directly minister to consumers’ wants,” § and does not 
make a place for acquisitive consumption goods, nor ex- 

Quarterly Journal of Economics, ix. 258. Yale Review, ii. 304. 
tA fuller discussion of this point is given later, p. 21. 
§ Yale Review, ii. 307. 
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plain the interest from them, as is done by Béhm-Bawerk 
in his concept of private capital. In this respect the con- 
cept evidently needs addition or correction. 

(2) In the second place, Clark’s explanation of the gene- 
sis of capital is inconsistent with his own concept. Land 
used productively —for example, a farm, a waterfall, a 
mine, any rare and useful natural agent —is capital ac- 
cording to his definition. In his earlier utterances, such 
things are in plain words included.* In the later articles 
this is still the inevitable implication of the definition,— 
“a fund of productive wealth expressible in money” ; but 
a reader new to the author’s doctrine would find no specific 
statement to this effect, and there would be small chance 
that the meaning in question would be gathered. The 
whole logic of the argument is against it. “The genesis 
of capital,” we are told, “takes place by a process for 
which the good old term ‘abstinence’ is, as I venture to 
maintain, the best designation.” | This does not seem to 
give a place in capital to natural agents. There are, we 
are told, two classes of accumulators: the typical capital- 
ists, who save to make permanent additions to their capital ; 
and the quasi-capitalists, who “save sums now, intending 
to spend them later.” ¢ There is no place here for the 
unearned increment of a newly discovered mine, which 
to-day forms for many men the chief productive wealth 
expressible in money. If this is saving, it is a sense so un- 
usual as to require a special explanation by the author; 
and it is difficult to see how it can consistently be given. 
There certainly would be no attempt to evade the real 
question by assuming that the dollars that bought the 
mine had been saved; for the mine may not have been 
sold, and, if so, it is irrelevant to the issue. If the defini- 
tion adopted by Clark is consistently applied, there are 
_ necessarily many things forming a part of capital which | 

never have been saved, and which never have called for 


* Publications of American Economic Association, iii. 95, 112. 
t Yale Review, ii. 309. t Ibid. 303, 304. 
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abstinence, as Clark employs that term.* In fact, Clark 
seems to show here, as did Béhm-Bawerk, some traces of 
the error of the labor theory of value, so difficult to throw 
off.t 

(8) Again, Clark would seem to err by extreme state- 
ment in making it in the nature of capital to be a “ per- 
manent fund.” “In creating capital, we put the personal 
good away from us forever. ... An addition to the social 
fund of perpetual capital is brought into existence.” 
“ Nothing generates capital that does not add to the perma- 
nent fund of invested wealth.” $ ‘True capital... is, in 
the absence of untoward accidents, perpetual, and yields 
perpetual fruits.” § Many other expressions emphasize 
the same thought. Now this evidently does not apply at 
all to the author’s quasi-capitalist, who saves to spend 
later. That, of course, is why he uses the term “ quasi,” 


which evades the issue. Either such savings are capital 


(in which case why quasi?) or they are not capital, and 
may be omitted from the concept. The author, after 
stating that a part of the accumulation of capital is due to 
these quasi-capitalists, proceeds as if there were none 
such. If better or more tools and larger stocks were ac- 
cumulated, and were then allowed to deteriorate while 
in use without being replaced, our author must certainly 
call them capital while they lasted ; and, if so, the element 
of permanency is no essential part of the capital concept. 
Indeed, if a fund of productive wealth must be permanent 
to be capital, we cannot be sure that there is any such 
a thing; for we have not the gift of prophecy, and all 

* Yale Review, ii. 309. I must dissent from Clark’s opinion that the term 
‘* abstinence ”’ is, in the discussion of value theories, to be applied only to the first 
act of saving. See this view in Quarterly Journal, ix. 260,261. Ina more useful 
sense it is a power of choice that is continuously present during the foregoing 
of the right to consume wealth, at every moment during which a man could 
convert the principal of interest-bearing capital into a source of present enjoy- 
ment, 

t This point is treated more fully later, p. 30. 

t Yale Review, ii, 309. § Ibid., 312. 
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human interests are fleeting.* Clark himself says, “ Capi- 
tal.... normally will never perish”; but “this is not 
saying that no capital ever perishes in fact.” + This says 
ry clearly enough that permanency is not an essential mark 
of the concept, and makes meaningless both the word 
itself in that connection and a number of sentences, be- 
sides those quoted, in which this feature is emphasized as 
a vital mark of the concept. There is a valid thought in 
-+t~ his contention, but it is not that capital is in its nature per- 
petual. There is ambiguity! in the phrases “increase of 
capital” and “decrease of capital,” because they may 
mean either some of the parts or the whole. A part of 
capital may perish while the total amount of capital is 
i preserved or even increased. Clark would confine the ex- 
! pression to the whole of capital, and objects to the form of 
statement “capital is destroyed” when the value of the 
concrete goods is passed on to other goods. But what of 
| the cases where the total value is not preserved? The 
! zeal of his attatk carries him to an extreme and untenable 
expression, and makes him insist upon an unessential.f 
(4) Less successful than his contention against Béhm- 
Bawerk about “goods of like kind and quantity” is 
* Clark’s claim that capital “synchronizes all industry and 
its fruition,” that because of capital “industry and its 
fruition are simultaneous.” There are several objections 
to such an expression. 
(a) I am not quite in sympathy with the point of view 
of either of the parties to the discussion, but between 
| them it is a question not as to what happens,—not of 
} fact,— but of expression; and Béhm-Bawerk’s opinion 
commends itself when he says § it is a “ figure of speech” 
that is “ misleading ” to say that the real wages, consisting 
| of “consumption goods” received to-day for work done 
on goods not to be completed for years, are the “true and 
* This has already been observed by Fisher, Economic Journal, vi. 530. 
t Yale Review, ii. 309. } See further on this, infra, pp. 15-16. 
§ Quarterly Journal of Economics, ix. 124, 125. 
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immediate fruit” of, e.g., the tanner’s labor.* To the tan- 
ner, of course, they are the “immediate” and only fruits, 
since they are all he gets for his labor. The question is, 
does it seem logical and expedient from the general stand- 
point in economic discussion to consider and speak of 
them as the “ true fruits” of that day’s labor? The ex- 
pression chosen appears to say merely that these things 
express the present market value of the laborer’s services ; 
that is, it is a roundabout and somewhat whimsical way 
of stating the truism that they are the man’s wages. 

(6) Further, it may be urged that the inaptness of this 
expression is more apparent when something other than 
subsistence goods are considered. In the example chosen 
of the tanner, it is at least debatable whether it is best to 
call the shoes he gets to-day the “ true fruit” of his labor. 
But in the case of the laborer receiving food and clothing 
for digging a canal or working on a marble palace, it is 
straining the point further to use the expression. If here, 
too, his wages are called the “true fruit” of his labor, it 
still appears that the peculiar power ascribed to capital is 
due only to one part of capital, the finished consumption 
goods. No matter how large astock of capital in the form 
of machines, buildings, and raw materials may be on hand, 
if there be no stock of finished goods, labor and its results 
are not synchronized.t 

(c) A further objection to this way of conceiving of the 
nature of capital’s work is that it would, if true, be appli- 
cable only to “ produced ” forms of capitdl. As indicated 
by the phrases “industry and its fruition,” “labor and its 
fruits,” it implies vaguely the labor theory of value as to 
the origin of capital. The picture of labor continuously 
flowing into the reservoir of capital and consumption 
goods at the same time flowing out f is not satisfactory as 


* Yale Review, ii. 312. 
t This is asomewhat different presentation of Béhm-Bawerk’s argument in 

Quarterly Journal of Economics, ix. 125-128, 
t Yale Review, ii. 310, 311. 
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applied to products; for it implies that the inflow of a 
quantity of labor forces out consumption goods whose 
quantity is determined or measured by the quantity of in- 
flowing labor. The value of consumption goods flowing 
out, however, is greater in varying degrees than the value 
of labor flowing in; and it is only through their values 


~ that we can compare at all the quantities of the two 


streams. Further, it is not a happy figure ; for it suggests 
that all the goods that are a part of capital will eventually 
become consumption goods, whereas in many cases this is 
not expected nor desired. It is significant that Clark in 
describing the process speaks only of “the materials, raw 
and partly wrought,” of which an article for consumption 
is made. He ignores machines and durable goods. It is 
only in the gradual passing on of their value, as they are 
used up, to the things that are made by them, that machines 
and more durable agents can be said to ripen at all.* 
Even Clark’s value conception of capital, however, though 
it explains this point better than does the concrete con- 
cept of capital, does not avoid the difficulty. The point 
may be most clearly seen in the case of natural agents, 
which, as we have noted, are in Clark’s treatment included 
in the “fund” of capital. If we consider not merely capital 
in the form of products more or less fitted for consumption, 
but, as his concept requires, durable natural agents also, 
the phrases we are criticising appear hardly short of ab- 
surd. Clark forgets this kind when he says: “ The 
capital goods that are set working are not permanent. 
They pass away, and are replaced.” + Natural agents, the 
field, the waterfall, in so far as they are thought of apart 

m betterments upon them, have not been originated by 
labor; and they are not in a state of transformation that 
will eventually ripen them into consumption goods. 

* Bohm-Bawerk appears to have very much the same conception of prod- 
ucts ripening into consumption goods, in his circles of production periods, 
See Positive Theory, 93, 106-108. 

t Yale Review, ix. 312. 
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They stand there to be used by man, if he wishes, as an 
aid in securing future harvests or products; but neither 
the things themselves nor their value or money expression 
are “ synchronizing ” labor and its fruits. If there is any 
synchronizing, it is done not by this, but by some other 
part of capital, and is, therefore, not an essential mark of 
the capital concept. 

(5) It is likely that to some points in what has been 
thus far said the answer will be made that they are due 
to misunderstanding of the author’s meaning. No doubt 
the author attaches great weight to the contrast he draws 
between true capital and capital goods, which it might 
seem I had neglected. The reply is a criticism stronger, 
perhaps, than any of the foregoing against Clark’s capital 
concept. There is in his mode of thinking of this con- 
trast an over-abstraction that is neither expedient “_ 
logical; and there results in his presentation some incon- 
sistency of thought and statement. In some passages, 
capital is said to be as concrete a thing as can be. It 
“consists in goods. It is not an abstraction, and it is not 
a force independently of matter. It has substance. If at 
any instant we could collect in one place all the material 
forms of wealth that do not directly minister to con- ~ 
sumers’ wants, we should have the fund for the moment 
before our eyes in substantial embodiment.” * Capital is 
thus “productive wealth, expressible in money, but not 
embodied in money.” + That is plain enough, and we are 
still on solid ground: we are not puzzled here by the 
“entity, effective social utility,” of the earlier statement, 
where capital does not consist of the concrete things, but 
is the “fund that resides in many unlike things,” and is 
“embodied in instruments of production.” This has the 
unpleasant flavor of Marx’s labor jelly, though it need 
not be taken as more than a loose, convenient way of 
expressing the market value of the concrete things. But 


* Yale Review, ii. 307. t Ibid. 
t Publications of American Economic Association, iii. 11. 
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the development that follows of the paradoxical contrasts 
between capital goods and true capital appears to be mis- 
chievous subtlety. The very adjectives “true” and 
“pure” applied to capital are suspicious. Why not plain 
“capital”? We are told that “the genesis of capital 
goods is unlike that of capital.”* It would seem that, if 
capital consists of concrete goods, then making concrete 
goods is making capital. But the author says not, unless 
those goods are net additions to the stock; that is, more 
than replace the capital destroyed in the same time. 
“Build an altogether new engine. That is creating 
capital. Renewing an old one is only preserving capi- 
tal.”+ The simple mode of expression that some capital 
has been created, while an equal amount has been de- 
stroyed, is thus not to be permitted. Surely, since cap- 
ital has substance and consists in goods, there is only one 
way in which its amount can be preserved while some of 
it is being destroyed; and that is, by “creating” more 
capital to replace that destroyed. And what would 
be the circle within which the balance must be struck? 
Would it be the individual, the national, or the world 
economy? If John builds a machine while his neighbor 


Peta one decay, then has John created no capital? It is 


true that care is often needed, in speaking of any increase, 
to indicate whether it is a net increase or not, but no 
more needed in the case of a “fund of capital” than in 
that of a herd of cattle. The striking antithesis of the 
goods that make up capital with the capital itself appears 
thus to be over-abstraction and unreality. 

To sum up the objections to Clark’s conception of capi- 


tal: 
(1) It includes only goods used in “ production,” and 
* Yale Review, ii. 308, t Quarterly Journal of Economics, ix. 275. 


¢ This article was in the editor’s hands before the appearance of Professor 
Clark’s latest work, The Distribution of Wealth. The views of the author on 
the capital concept there expressed show no essential change from those here 
examined, and the criticism stands as first written. 
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does not recognize nor prepare to explain the interest- 
bearing qualities of consumption goods. 

(2) It is confused in attributing the genesis of capital 
to abstinence (as he uses that word) while including in 
capital natural agents for whose origin no abstinence was 
required. 

(3) It errs in making permanency, or perpetuity, an es- 
sential mark of capital. 

(4) The statement that an important, if not the chief, 
function of capital is to “synchronize industry and its 
fruition” is a misleading figure of speech. It can be 
affirmed, even figuratively, only of the part of produced 
goods that is to be at once consumed, and is quite mean- 
ingless as applied to the durable natural agents which are 
a part of his capital concept. 

(5) The conception, starting from concrete goods, is 
developed away from them into a more abstract, demateri- 
alized “pure ” or “ true ” capital, which is put into contrast 
with real things. 


III. Irvine FIsHer. 


We now turn to the notable contribution of Professor 
Irving Fisher.* He lays a basis for his own treatment 
with sound statements as to the requisites of a good 
definition, and careful studies of the definitions and usage 
of the leading authorities. He believes that a mistake has 
been made as to the real character of the problem, that it 
is not one of the classification of wealth, and that unavoid- 
able difficulties “attend every effort to delimit capital 
from ‘other wealth.’” + His own conclusion, then, is 
that capital should be taken to mean simply all wealth at a 


point of time.¢ It is contrasted not with other wealth,— . 


for that category is exhausted,— but with the same wealth 
as a flow during a given period, and at a rate. The con- 


*In three articles, Economic Journal, vi. 509; vii. 199, 511 (1896-97). 
t Ibid., vi. 513. t Ibid., p. 514. 
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trast, then, is between a stock and a flow, and still more 
important “ between stock and rate of flow.”* This con- 
ception is ingeniously developed, use being made of 
mathematical terminology, and is applied in criticism of 
rival definitions. Finally, the attempt is made to show 
how it could be employed in the discussion of various 
economic questions. 

To grasp more fully the import of this radical proposal 
in economic terminology, let us note in what regards it 
differs from the conceptions we have been considering. 

(1) Its content is wider than that of any foregoing con- 
cept. Béhm-Bawerk excludes all natural agents and most 
consumption goods from his wider concept, private capi- 
tal, and excludes the other consumption goods used in 
acquisition from the narrower concept of social capital. 
se appears at first to include all natural agents, though 

xcluding all consumption goods, then treats capital as if 
it originated only in labor, and did not include natural 
agents, and finally mystifies us by his contrast of capital 
goods and pure capital, leaving us in doubt whether he 
would include any concrete things as such. Fisher’s con- 
cept takes them all in, sweeps down the wall between the 
old concept of capital and consumption goods on the one 
hand and natural agents on the other. To my mind this 
suggestion is the most fertile part of Fisher’s discussion. 

(2) It agrees with Béhm-Bawerk’s and differs from 
Clark’s conception in considering that the concrete things 
should be estimated by physical measurements, and not in 
their money expression. The objection to Clark’s view 
in this regard, he says, “is not that this summation of value 
is inadmissible, but that it is a secondary operation. Ob- 
jects of capital are antecedent to the value of those objects. 
. ++ Wheat must be measured in bushels before it is 
measured in dollars.” + He, therefore, finds it a “serious 
objection to Clark’s definition ” that he endeavors “ to in- 


* Economic Journal, vi. 515. t Ibid., p. 530. 
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clude different sorts of capital in the same fund, reduced 
to a common equivalent in terms of value.” Here, in my 
opinion, is a radical defect in Fisher’s view. (a) It is true 
that wheat must “be measured in bushels before it can be 
measured in dollars,” but it must also be tested for quality. 
One will not value as highly a small apple as a large one, 
@ sour as & sweet one, a rotten asa soundone. We could 
thus say that apples must be measured in sweetness be- 
fore being measured in value. But an inventory of all 
possible measurable qualities, while helpful in estimating, 
would not itself express the amount of capital, for the 
things might after all have no value at all. (6) Though 
an intelligible description of the quantity of any single 
kind of goods could be made in such terms, yet the 
total quantity of many different kinds of goods cannot be 
expressed for economic purposes in a single sum except- 
ing in terms of value. A capital account in which five 
pounds of feathers were added to a bushel of wheat and a 
yard of cloth would give a curious total. (c) Fisher is 
inevitably betrayed into inconsistency when he comes to 
estimate the quantities of wealth, and express in percent- 
ages the relation between the stock and rate of flow; for 
this can be done only by comparison of values.* 

(8) This conception shares what I believe to be an error, 
common with it to both of the others,t in that it makes 
the income of a community consist of “streams ... of the 
very same commodities” ¢ that compose the total capital. 
This, again, implies that all things of value originate in 
labor, and are on their way towards the goal of consump- 
tion goods: whereas many things, standing where they 
are, may be made to push other things towards that goal, 
though never getting nearer to it themselves; e. g., ma- 
chines and natural agents. Fisher means by income a 
“flow of things” (material things), and rejects Mr. Edwin 
Cannan’s conception “ of income as a flow of pleasure,” or 


* F.g., at the very outset, Economic Journal, vi. 515. 
+ See as te Clark, supra, p. 14. t Economic Journal, vi. 514, ff. 
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satisfactions.* The book-keeping of society will be thrown 
badly out of balance if services be not counted as a part 
of income ; but, even if services be included as a part both 
of income and of capital at a point of time, there are still 
many things, as above indicated, that are a part of Fisher’s 
capital only, and never are a part of the flow of income. 
They never have been made for consumption, and never 
will be fitted for consumption. 

(4) A final objection is that the term “ capital” is made 
synonymous with wealth, and two good words are em- 
ployed in the same sense. Fisher anticipates this objec- 
tion, and recognizing its validity, if the fact be true, de- 
fends by saying that wealth presents the two aspects of 
income and stock (capital),— differences important enough 
to merit separate terms. This defence fails, if the point 
made in the preceding paragraph is sound. By wealth, 
Fisher must mean here “all wealth.” As I have shown, all 
capital must be considered wealth, and all wealth capital 
by Fisher’s definition, though all wealth has not been nor 
will all wealth become income. Wealth and capital thus 
are synonymous, while income differs from them not 
merely as an aspect, but in the group of goods which com- 
poses it. 

The concept under discussion is credited in part to 
Professor Simon Newcomb, is indorsed in the main by Mr. 
Edwin Cannan, and has received the approval of Professor 
Hadley in his Economics. Its merits and the ability 
of its presentation by Fisher have surely attracted other 
followers to one or another feature of it. It has therefore 
a worthy standing among the competing conceptions. 
Some portions of the presentation are most illuminating, 
and must be looked upon as distinct contributions to 
economic theory. Careful distinction between a stock of 
capital regularly employed, the turn-over in a business, 
and the income from a business have not always been 


* Economic Journal, vi. 534. 
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made; and confusion has resulted. But this difficulty is 
not such as to call for the construction of the capital con- 
cept with that distinction as the central thought. On the | 
whole, there is little probability that this conception will “ 
triumph, its defects both as to consistency and expediency 
being of an essential nature, its points of merit being 
capable of adaptation to another and better central thought. 

We now have finished our review of the more notable 
recent conceptions, rivals to that put forward by Béhm- 
Bawerk. Though confined to a few names, it has neces- 
sarily taken a somewhat wide range in the points consid- 
ered, It is hoped to use the fruits of this study in the 
next two divisions, in which the analysis of Béhm-Ba- 
werk’s conception is resumed. I shall then go on to 
formulate more positively a capital concept which will be 
free, I trust, from the many objections that have been 
considered. 


IV. AND Soorat CapitaAt: AN ILLOGICAL 
DISTINCTION. 


I have sought in the foregoing to give a clear statement 
to the capital concept of Béhm-Bawerk and its recent 
rivals, those of Professors Clark and Fisher, to show the 
main points of difference, and finally to criticise in some 
detail the conceptions of these later writers. We are now 
prepared to return to the criticism of Béhm-Bawerk’s 
views which were the starting-point of our study, and, 
taking up more thoroughly than before‘some of the issues 
involved in his definition, to work towards a positive con- 
clusion. 

The distinction between private and social capital is 
considered by Béhm-Bawerk to be of the very greatest 
importance, and he deems his clear distinguishing of them 
to be one of his highest services to economic theory. 
The failure to distinguish them, he thinks, is the chief 
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reason for the “false” productivity theory of interest. If 
the difference is not seen between capital, the source of 
interest, and capital, the tool in production, interest, he 
argues, is naturally thought to be due to productivity. 
But, if it is clearly seen that a part of interest-bearing 
capital is not a tool in production, then productivity can- a 
not be the one essential explanation of interest. This | 
point was evaded by Clark, as I have shown;* for he 
simply] considers social or productive capital, and omits 
‘mention of acquisitive consumption goods. It was not 
raised in his discussion with Clark by Béhm-Bawerk him- 
self, for his attention was fixed on other points; but in 
his reply to Walker it is put very clearly. “There is in- 
-+ terest without any production whatever. ...I refer, for 
example, to interest on consumption loans and to the re- 
turn on durable consumption goods, such as rented houses, 
pianos, and the like.” ¢ Private capital is, by his view, 
social or productive capital plus some other things, enjoy- 
able and more or less durable products let for hire to the 
user. Of what importance is this class of goods that 
makes all the difference between the two concepts? He 
has here mentioned rented houses and pianos: the stock 
illustration is the masquerade suit let by the costumer. t 
A complete list of these articles would include a very 
small amount of wealth compared with that in social capi- 
tal, and, doubtless, very much less than that in the rest of 
consumption goods. Yet it would be wrong to claim on 
+ this account that it is not worth while to make a difference 
in the concept. Logical differences of any importance 
call for distinctions in concepts, no matter how slight be 
the quantitative differences. I pass, therefore, to a criti- 
cism of the logical grounds for such a distinction. 

(1) There is no need to make an independent concep- 
tion on account of this group of income-bearing things, if 
an explanation can be given that will dispose of them in a 

* Supra, p. 9. t Quarterly Journal of Economics, ix. 253. 
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simpler way. Here are two houses lived in by the owners 
in two neighboring towns. They are called consumption 
goods, bearing no income. Owner A moves into another 
house, paying $300 rent, letting his own for an equal sum. 
His house then becomes acquisitive capital. Owner B 
does the same, and his house becomes capital. Chance or 
choice leads each to occupy the other’s house. Each, 
through a broker and without knowing who his tenant is, 
pays the other $300 yearly, and both houses are capital. 
Shortly, they move back into their own houses, which at 
once cease to be capital; and the “income” of each man 
is reduced $300. 

The puzzle is an old one. It compels us to say that 
a thing becomes capital or ceases to be capital not be- 
cause of any change in its physical or economic nature, 
not because it is more or less serviceable to the com- 
munity, not because the use to which it is put is al- 
tered, but simply because the man who owns it does or 
does not happen to be the one who enjoys that use. Now 
Béhm-Bawerk himself, in his interest theory, has given us 
a hint of the way such an absurdity can be avoided with- 
out the use of a separate concept,* though he does not 
see the application possible here. The person who rents 
a house buys the “ material services” of the thing during 
a definite period. The whole value of the house is simply 
the sum of a long series of uses. To the logical eye, 
though not to the technical eye of the law, the tenant or 
user is the owner of the thing during the time, with only 
such conditions as will insure its safe keeping and return 
at the close of the period. It may be looked upon as a 
sale to the tenant of a use or a group of uses defined by a 
period of time, and with the agreement to return the use- 
bearer when a group that has not been purchased begins 
to mature. The value of the unpurchased uses does not 
appear in the transaction, but they are bound up with the 


* Especially in Positive Theory, 339-349, 
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use-bearer that is given and returned. The dancer is often 
compelled to deposit the price of the masquerade suit 
when he takes it out. After the ball is over, his subjec- 
tive valuation having fallen, he is the gainer by returning 
it at an agreed price which to the costumer represents its 
worth as stock to him. The latter keeps such things in 
stock because there are, on an average, enough such sales 
to pay his trouble, expenses, and a return on that amount 
of stock. Such rented consumption goods, being owned 
for the time by the user, form, then, no exception to the 
general class of consumption goods. The income of the 
dealer or the house owner is explained as a profit gained 
- in exchange, like that of any other retail merchant, and in- 
cludes a payment for services, risk, and income from 
stock employed. To explain such transactions as the 
sale of a group of uses (which is actually the temporary 
sale of the use-bearer) is entirely consistent with Bohm- 
Bawerk’s treatment of interest, and makes needless the 
elaborate distinction between private and social capital. 
(2) The foregoing would seem to be a valid reply, at 
all events as an argumentum ad hominem, to Bohm-Bawerk ; 
but it may appear to some to be too elaborate and artificial. 
The distinction in question may then be attacked on the 
still stronger ground that it confuses things economic and 
legal. It is based on an unclear view of the relations of 
economic and contract interest. Let us look at this dis- 
tinction. Contract interest is the interest actually paid 
by one person to another as the result_of an agreement. 
Economic interest is the advantage attributable to the pos- 
session and use of a thing during a given period, regardless 
of its ownership. There is economic interest when a man 
uses his own plough to raise a crop or his own storeroom 
as a place of business.* Now, in the case of all the things 
included under social (productive) capital, contract is based 
' on and tends to conform to economic interest. In all 


*I should add, if the income is estimated as a percentage of the capital 
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such cases it is economic interest that we seek to explain 
logically through the economic nature of the goods. Con- 
tract interest is a secondary problem,— a business and legal 
problem,— as to who shall have the benefit of the income 
arising with the possession of the goods. It is closely 
connected with the question of ownership. Only by acci- 
dent, mistaken judgment, or old agreements, can the con- 
tract interest connected with social capital continue when 
economic interest does not. The two are related as cause 
and effect. Yet in the case of the relatively small group 
of consumption goods let for hire there is in the current 
view here represented by Béhm-Bawerk only contract inter- 
est, there being supposed to be no economic interest on 
which it is based. The economist’s problem in distribu- 
tion is essentially an impersonal one, to determine the 
economic contribution regardless of the question of legal 
ownership. Here, if it be held that there is no economic 
interest or contribution, we have an anomalous case where 
the final answer to the interest problem must contain a 
mixture of economic and legal elements. No solution of 
this contradiction will, I believe, be found short of the 
view that contract and economic interest are normally 
inseparable. By “normally” I mean that no man con- 
tracts to pay interest, or, being free to choose, actually 
does pay it, unless he has reason to believe that he thereby 
will gain the benefit of what must be called economic in- 
terest of a somewhat greater amount. 

(8) This brings us to another objection to the distine- 
tion between social and private capital; namely, that it 
involves a wrong conception of the nature of income. I 
shall maintain that income must be looked upon as a 
series or group of satisfactions, not as a series or group of 
material things. Though scattered authority may be 
found for this view, it is at variance with the views alike 
of Béhm-Bawerk, of Clark, and of Fisher, as well as those 
of the great majority of economists, and requires explana- 
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tion and defence. The thesis is that the economic goods’ 
which are “produced” either by human effort or by the 
material services of goods must, in their last analysis, be 
looked upon as satisfactions. Béhm-Bawerk notices this 
view as expressed by Roscher, and rejects it;* yet the 
view is one peculiarly in harmony with the psychological 
treatment of value which Béhm-Bawerk favors. Indeed, 

it seems to me the view to which that value theory logi- 
cally and inevitably leads. Roscher fails to apply this 

thought consistently, as Béhm-Bawerk rightly shows ; +t 
and with that we will not concern ourselves. The view 
suggested looks upon all material goods as means of pro- 
duction or capital, their value being derived from the 
states of satisfaction to which they minister or which they 
enhance. Béhm-Bawerk’s objection to this lacks valid- 
ity. He says: “Any unbiassed person can see how un- 
fortunate this is. Without due cause it obliterates the 
very important distinction between the production of 
goods which satisfy want and their consumption. It 
christens, for example, the idler as a zealous producer, 
always thinking how he may produce the personal goods 
of satiety, of ease, of contentment, and so on.” It needs 
only to be replied to this that the idler in such case 
would be wrongly christened. The term “means of pro- 
duction” must be confined to objective means of pro- 
ducing a subjective state, not to subjective states, to 
Buddhistic dreams that unite the dreamer with Nirvana. 
The pleasure of basking in the sun is a fact of which 
economic theorists must take note ; but that pleasure can 
be secured usually by the use of free goods, and thus is 
not an economic satisfaction. It becomes an economic 
satisfaction when it is conditioned on the control of some 
scarce material agent or can be secured only by effort. 
The test, then, of economic personal goods or satisfactions 
is dependence on either objective things or persons, or on 

* Positive Theory, p. 44. t Ibid., p. 45. 
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reaction against the outer world by the man seeking the 
satisfaction. If the objection of Béhm-Bawerk is urged 
beyond the extreme and inapplicable example he has 
given, and is applied to the personal services of one man 
for‘another, it leads to the old and abandoned distinction 
between productive and unproductive labor. We do 
christen many men “as zealous producers because they 
are producing the personal goods of satiety,”—in other 
men. Such services must be counted as ephemeral forms 
of wealth, enjoyed or consumed at the moment of their 
production. This is no more obliterating the distinction 
between production and consumption than eating a hot 
cake fresh from the griddle obliterates that distinc- 
tion. The two things are as logically separable in 
thought when they occur simultaneously as when a 
second or a decade intervenes. We have ceased to con- 
sider it essential to “‘ productive” labor that it should 
first embodied in material form, however fleeting. Th 
same untenable distinction is adhered to almost unive 
sally in the case of the services of material goods. Their 
productive contributions must be put on the same basis as 
those of labor, to be measured by the intensity of the 
wants they aid in satisfying and the psychic states they 
help to produce. The house of the mill-owner is, logi- 
cally considered, producing directly, his mill is producing 
indirectly ; for only after a devious journey will the con- 
tribution of the mill reach its goal in the satisfaction of; . 
wants. Our economic book-keeping can be made to 
balance only when real income be looked upon as a flow ~ 
of pleasure in all cases, not as a flow of goods in some and’ 
a flow of pleasures in others, as is done generally now. 

(4) This view makes possible the correction in the con- 
cepts of private and social capital of another fault which 
calls for our fourth and last objection to this part of the 
almost universally accepted treatment. The fault is this. 
Interest is looked upon as connected with a special class’ 
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of goods: it must be recognized to be connected with’ 
everything of value.* The value of anything is built up 
on its uses or services to men. Wherever there is a post- 
poned use, that use is subject to a discount. Its present 
worth is less than its worth will be at maturity. Consider 
the case of consumption goods. In the orthodox view a 
bushel of apples, kept by the grocer from fall till spring, 
is capital, and normally shows economic interest in en- 
hanced value. Bought in the fall and stored in the cellar 
by the housewife, it is a consumption good ; and economic 
interest is absent. But that early purchase can only be 
rationally explained as we take account of the increment 
of value on the apples thus stored, and this is economic 
interest. Larger purchases in advance effect, of course, 
economy of labor, and bring an additional motive to make 
them; but this is not saying that the whole saving is 
wages, and that no interest is gained. 

The radical consequences of this view are evident. It 
erases all distinction between the essential economic char- 
acter of so-called productive and consumption goods. The 
term “consumption goods” may still be conveniently re- 
tained to mean, as at present, the material good in its final 
form in the hands of the one intending to use it; but it 
ceases to be an essential economic category. Every material 
good and every human service has value only as it is a 
condition to the satisfying of a present or prospective want. 
The abiding value of the diamond is built on no more sub- 
stantial foundation than its flash and sparkle. Market 
values are the capitalized economic contribution of objec- 
tive agents to psychic states; and these states are the final, 
highest, only essential economic products. 

To sum up the objections to the concepts of private and | 
social capital : — 

(1) The distinction between them rests on a supposed 


* Here we develop some of the thoughtful suggestions of Fisher, though 
differing with his view in ways already suggested. See Economic Journal, vii. 
525. 
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difference in the interest-bearing character of different 
groups of consumption goods. This difference can be ex- 
plained in a simple way that makes needless an additional 
concept. 

(2) The distinction between them rests on legal, not on 
economic grounds, and involves a confusion of economic 
and contract interest. 

(8) The distinction rests on an incomplete and illogical 
view of the nature of income and the services of goods. 
The income that needs to be explained by economic theory 
is the flow of objectively created pleasures coming to the 
individual and the community. 

(4) In these concepts the interest-bearing quality is 
confined to the conventional production goods and such 
consumption goods as yield contract interest. Many ac- 
tions connected with “consumption goods” are left un- 


explained. The interest phenomenon is found wherever -+.. 


there is abiding value. 
Our conclusion, then, is that the distinction between 
social (or productive) and private (or acquisitive) capital 
rests on illogical grounds. Béhm-Bawerk thinks it a great 
advantage that “notwithstanding the material difference 
there is between capital, the factor of production, and 
capital, the source of interest, it is not necessary in [his] 
reading to make two conceptions of capital that are en- 
tirely foreign to one another.”* We must assert on the 
other hand that the two conceptions he has given us are 
so largely foreign to one another f that, instead of an ad- 
vantage, it is a source of much confusion that they are 
called by the same name, as every careful reader of Bohm- 
Bawerk’s work must have noted. For example, he defines} 
capital at the beginning of his discussion ¢ as “ nothing 
* Positive Theory, p. 40. 
tIbid., p. 61. He says here, flatly contradicting his own words just 
quoted: ‘Substantially, [the conception of social capital] is a quite indepen- 
dent conception. In every essential respect (in definition, in scientific employ- 
ment, and in scope) it stands on entirely independent principles.” 
t Ibid., p. 22. 
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but the complex of intermediate products which appear 
on the several stages of the roundabout journey.” By 
this he evidently means his social capital; and he then 
proceeds to show that “ capital in general ”— that is, private 
capital —is something more than such a complex. The . 
reader is frequently in doubt which one of these different 
concepts is designated when the word “ capital” is used. 
A great advantage will be gained when, dropping un- 
essential distinctions, we are able to save the term from 
double meanings. 


V. Caprrat AS Propuct: THE LABOR-VALUE 


Thus far we have considered only the question of 
the uses to which goods are put as determining whether 
they are capital. Béhm-Bawerk’s definition, however, in 
common with nearly all usage, limits the conception of 
capital in another way; namely, with regard to its origin. 
As well private as social capital consists of a “group of 
products.” In the foregoing, I have widened the term 
productive as applied to consumption goods; but the 
products there mentioned (feelings, satisfactions), being 
ephemeral, do not increase the capital stock existing at a 
given moment. And, being final products, these states of 
feeling cannot be used in further economic processes, and 
do not, therefore, widen the definition Béhm-Bawerk has 
given us. The test so far applied to these concepts has 
been alone that of economic function. Confining capital 
to material “ products,” as does Béhm-Bawerk, applies an 
additional and distinct test,— that of economic origin,— 
and must be separately examined. 

The purpose of the adjective “ produced ” in the phrase 
“produced means of production” is to exclude land. 
While conceding that there are some good reasons for in- 
cluding land under capital, Béhm-Bawerk declines to do 
so for the reasons which we may enumerate, as follows : — 
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1. Land is immovable. Capital is, for the most part, 
movable. 

2. Land is a gift of nature. Capital is a result of labor. 

8. Land cannot be increased, capital can be. 

4, The social and economical position of the landlord is 
essentially different from that of the capitalist. 

5. Property in land and property in movables are justi- 
fied on essentially different grounds, and they are com- 
monly attacked by quite distinct people. 

6. Land is the special agent in a kind of production 
[agriculture?] that is economically distinguished by many 
important peculiarities. 

7. The income from land differs in many ways from in- 
come from capital. 

8. Using capital for all material means of acquisition 
leaves us no name for produced acquisitive instruments. 

9. Popular usage does not put land under capital, but 
opposes the two. 

10. Usage does not apply the term “interest” to the in- 
come from land.* 

He concludes that “it is most convenient to keep land 
quite distinct from other kinds of productive wealth,” and 
that “there is a considerable balance in favor of defining 
capital as the ‘ produced means of acquisition,’ and against 
the inclusion of land.” + 

Of this formidable list it must be said that not a reason 
given, considered singly, is free from flaw, some are quite 
mistaken, and collectively they are not conclusive. The 
worth of 1 is destroyed for purposes of definition by the 
limitation “for the most part.” It is not that a definition 
may not be based on a difference in degree, where 
qualities grade off from one extreme to another; and, if 
something of importance depends on the degree, it may 
often be expedient to draw a line of division more or 
less arbitrarily somewhere. Here, however, it is not so. 
Things, like houses, ditches, trees, that are as firmly fixed 

* Positive Theory,” pp. 55, 56. t Ibid., p. 56. 
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as the soil itself and whose value would be quite lost if 
they were moved, are, without a question, included in cap- 
ital. Turning to the other part of the statement, that 
land is immovable, it is found quite as untrue. Parts of 
land are shifting from day to day. It is usual for those 
who follow this definition to consider that a thing ceases 
2 to be land and becomes capital the instant it is moved by 
man’s agency or effort; but to appeal to this to prove the 
point is to confound “unmoved” with “immovable.” 
No matter is immovable. To say that “land” means 
something that has not been moved by man begs the 
question, and this is evidently an untenable definition of 
5; nature or material agents. Some writers who have fol- 
lowed out such reasoning have been led to narrow the +. 
essential concept of land down to mere situation,* or, dif- 
ferently expressed, to the “geometric relations in which 
any part of it stands to other parts.” + This is a very dif- 
d ferent idea from the one here defended by Béhm-Bawerk, 
and would not be consistent with some of the other reasons 
of this list. Reason 1 in the list appears to be an illogical 
use of reason 2, it being falsely assumed that results of 
labor are necessarily movable in the relative sense in which 
we can use that term of material things, and that gifts of 
nature are immovable. No such parallelism exists, and { 
the two reasons are often in conflict. 

Passing 2 and 3 for later and fuller consideration, we 
take up 4 and 5, which appeal to social and personal 
grounds of distinction, not to economic and impersonal 
ones. Here is again a confusion of the political or legal 
question of ownership with the real economic question, 
the function performed or contribution made by material 
agents. This difference, moreover, in the social position 
of landlord and capitalist, so emphasized, can be shown ' 
to rest on accidental historical grounds which we cannot 
now discuss. Again, the emphasis of this difference is 
largely due to the misleading terminology which is under 

*Commons, Distribution of Wealth, p. 29. t Marshall, 2d ed., p 198. 
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discussion. And, finally, I would contest the statement 
that property in land and “movables” is justified on 
essentially different grounds. They must be, and are by 
most political theorists of to-day, justified on exactly the 
same. ground. 

In 6 and 7 appeal is made to differences in economic 
nature. In reason 6 there is again the fallacy of thinking 
of land as a field used for agriculture. It must be said, 
first, that land, in the sense of the word under discussion,— 
i.e., natural agents,— is an indispensable agent of the mill- 
ing industry, carpentry, and every other art, as well as of 
agriculture. To call land the “special” agent of agri- 
culture because that part of land which consists of fertile 
soil is necessary for plant life is to make a very crude 
distinction, based on no logical principle. At most a 
difference of degree only is involved, in that a larger area 
is usually needed to produce a given value of food than is 
needed to produce that value of other things; but the 
reverse is frequently true. Secondly, it may be said that 
“ the important peculiarities ” (the chief of which no doubt 
is thought of as the law of diminishing returns) here 
attributed to agriculture are in no way peculiar to it. 
The belief that they are rests largely on the basis of a 
false terminology. As to 7, likewise, we have a begging 
of the question; for the differences in our ways of regard- 
ing interest and rent are primarily due to the terminology 
whose correctness is under discussion. Finally, it must 
be noted that, when Béhm-Bawerk, comes to explain 
interest from durable goods,* he refutes the statement that 
income from land differs in many ways from income 
from capital, and, “ obeys many distinct laws of its own.” + 
He then finds that the two incomes “have one common 
final cause.” $ “ Land rent is nothing but a special case 
of interest obtained from durable goods,” § 

* Positive Theory, pp. 339-357. t Ibid., p. 55. t Ibid., p. 357. 
— 355. The explanation given by Béhm-Bawerk is open to serious 
cr 
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In 8, 9, and 10 the appeal is to usage which is shifting, 
and by no means uniform in the direction Béhm-Bawerk 
assumes. As to 8, the reply is that it will be an advantage 
not to designate by special names the group mentioned if 
it is shown, as will be done later, that such a group should 
not, either for logical or practical purposes, be marked 
off from the other parts of capital. Indeed, it is one of 
the most important advantages of a different terminology 
that it gets rid of the figment in question. Reasons 9 
and 10 contain doubtful statements. Popular usage and 
economists, even those who favor Béhm-Bawerk’s termi- 
nology, in many cases class land under capital, speaking of © 
the investment of capital in land, and reckoning the land 
with the man’s capital thereafter. So, when a loan is 
made in money, we are always told that the thing really 
borrowed is what the money buys: if machines, then it 

_is really these for which interest is paid; if a farm, then 
it is this for which interest is paid. The moment you 
give the money aspect to the loan, no attempt is made to 
distinguish between the income from land and the income 
from other material agents. 

I have left to the last reasons 2 and 3, which, stated to- 
gether, read that land is a gift of nature and cannot be 
increased, while capital is a result of labor and can be 
increased. This thought is the central one in the distinc- 
“tion : it is the parent of all the other reasons ; and we here 
trace to their source the errors just considered. The trail 
of the serpent, the mark of the labor theory of value, is 
over the whole treatment of capital as the product of 
former labor. Béhm-Bawerk does not escape it. He has 
indeed given a most able refutation of that theory,* and 
takes frequent opportunities to stamp it with his disap- 
proval. In his later volume he says that the phrase 
“stock of accumulated labor” is a metaphor, and, again, 


* Capital and Interest, passim, but particularly pp. 237-387. 
t Positive Theory, p. 33. 
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that it is employing a mere “figure of speech” to speak 
of capital as “ previous labor” or “ stored-up labor.” * In 
refuting socialist views, he has shown that capital “is not 
exclusively ‘ previous labor’” +; but he is not free from his 
own criticism when he adds: “but it is partly and, in- 
deed, as a rule, it is principally, ‘ previous labor’; for the 
rest, it is valuable natural power stored up for human pur- 
poses.” $ Later he again makes greater limitations on the 
proposition, and says: “The asserted ‘law,’ that the 
value of goods is regulated by the amount of the labor 
incorporated in them, does not hold at all in the case of a 
very considerable proportion of goods; in the case of 
the others, does not hold always, and never holds exactly. 
These are the facts of experience with which the value 
theorists have to reckon.” § In these statements we have 
the view that the value of capital is not in proportion to 
previous labor, and that capital owes its value partly to 
scarce and valuable natural powers. The same idea ap- 
pears elsewhere. “Capital—to keep the same form of 
expression —is ‘stored-up labor,’ but it is something 
more: it is also stored-up valuable natural power.” || The 
part attributed to natural powers reaches at times the 
vanishing-point as Bohm-Bawerk shows ; 4] but he does not 
draw the obvious inference that the part of labor reaches 
at times the vanishing-point, and that many products, 
many things classed by him as capital, are exclusively 
“ stored-up ” natural powers. Why continue to apply the 
phrase “products of labor” more than “products of 
nature ” to those things which owe to labor proportions of 
their value varying from all to nothing? Where there is 
no labor, would Béhm-Bawerk cease to call the thing 
capital? Certainly not, must be the answer, if that is the 
only difference. To take his own illustration, used against 
Rodbertus for another purpose: “If a lump of solid gold 


* Positive Theory, p. 53. t Capital and Interest, p. 341. 
t Ibid., p. 341. § Ibid., p. 387. 
\|Positive Theory, p. 99. Capital and Interest, p. 341. 
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in the shape of a meteoric stone falls on a man’s field,” * 
will it not be capital as much as any other piece of gold? 
According to proposition 2, which we are criticising, it 
would not be capital, but land, being a “gift of nature.” 

In truth, Béhm-Bawerk does not concern himself about 
any such difficulties, but speaks literally of capital in the 
very phrase he has called a metaphor. He says, “ The 
next stage of the controversy brings us to the question 
whether we are to give the name of capital only to the 
products of labor that serve for acquisition, the ‘ previous 
stored-up labor,’ or are to include land.” + Again, he ap- 
proves the same usage when he says, “Mill has so far 
yielded to the pressure of facts as to admit that capital is 
itself the product of labor, and that its instrumentality in 
production is, therefore, in reality, that of labor in an 
indirect shape.” ¢ It seems to Béhm-Bawerk self-evident 
that capital is produced. “Every child knows that a 
piece of capital, say a hammer, must be produced if it is 
to come into existence.” § Now there might be some un- 
certainty, taking the sentence alone, as to just what is 
meant here by “produced”; but the context shows that 
this means just what the last-quoted sentence does, that 
capital is produced by labor. In the discussion of the 
roundabout method of production he consciously omits |} 
from the productive powers the uses of land “for the sake 
of simplification,” and assumes that the annual endow- 
ment of powers consists only of “labor years.” There is 
the danger in this omission that it may accustom the 
author and his readers to the thought that capital indeed 
consists of stored-up labor alone. In fact, most products 
are due to the use of both sources of production; but sup- 
posing he had omitted “for the sake of simplification” 
the labor years, and had assumed that the productive 
powers of land alone produced all goods. Such cases, in 


* Capital and Interest, p. 338. t Positive Theory, p. 55. 
tIbid., p. 98. §Ibid., p. 117. 
|| £.g., Ibid., pp. 89 and 106. 
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fact, occur where a fixed flow of goods from natural 
agents has an annual value without the aid of man. Yet 
it probably never would have occurred to Béhm-Bawerk 
to speak of such goods as products if, as is usually the 
case, they were not fully fitted for consumption, hence 
were intermediate goods. I have looked in vain not only 
in his writings, but through economic literature, for an 
admission that capital ray be a “product” of unassisted 
nature as fully as it can be the product of labor. Yet 
there seems no valid reason why that view should not be 
held, the only reason why it is not being that the labor 
theory of value still influences the thoughts and utter- 
ances of men. 

Our immediate study, let us recall, is the validity of 
a distinction between capital and land, on the ground that 
the one is and the other is not the product of labor. We 
have just seen the difficulty of applying it in the case of 
capital. We must now note that Béhm-Bawerk gives up 
the attempt to apply it strictly to land. He says that 
improvements on land, so far as they are completely 
incorporated with it, “are to be kept separate from capi- 
tal for the same reasons * which made us keep land itself 
separate from capital.” t Evidently, the author deceives 
himself. He has forgotten one of the most important 
reasons for the distinction, the one we are discussing ; 
namely, that capital is the result of labor, and land is not. 
In this case he is classing the improvements with land, 
not because, but in spite of the fact that they are the 
results of labor. He sees the difficulty, and in a note 
says: “I may be accused of want of logic here on the 
ground that such improvements are always products which 
serve towards further production, and therefore come 
under our definition of capital.” ~ But he argues, “ The 
criticism is correct as to the letter, but wrong as to the 
spirit.” What can the spirit of the distinction be that is 


*The Italics are my own. _¢ Positive Theory, p. 65. t Ibid., p. 65. 
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so opposed to the words of the definition? We get this 
answer: “A stay propped up against a tree is certainly 
not the tree itself, but an outside body. But who would 
still call it an outside body if after some years it had 
grown inseparable from the tree?” * So far as this has 
any application at all, it disproves what the author wishes 
to support; for we should not call a stick around which 
the tree had grown a part of the tree. The tree has the 
unity of life and organization, and the stay is no part of 
it. The essential thing for us, however, is that here also 
is a set of cases in which Béhm-Bawerk finds it practi- 
cally impossible to make the distinction between capital 
and land depend on whether their source is in labor. 
Though the source of their value is in labor, some things 
are to be classed with natural agents because they are 
physically inseparable from natural agents. May we not 
ask why, if the labor is incorporated in the land, does not 
the land become capital? In some cases a touch of labor 
is all that is needed to “produce” goods of large value 
from natural materials, which are then called capital. 
Why call a combination of natural agents and labor land 
at one time and capital at another? A satisfactory 
reason, if there be one, has never yet been given. 

To sum up the objections to the attempt to make the 
distinction between land and capital rest on the absence 
or presence of labor : — 

1, Some capital, things treated as such by Béhm-Bawerk 
and others, is not the result of labor at all,— for example, 
the meteoric lump of gold, the annual crop of fruits on 
an untilled field, the yield of a mineral spring. 

2. It is not logical to call capital a result or product of 
labor, any more than to call it a result or product of land. 
Nearly all capital owes in part its economic existence to 
labor; but its value is not measured by the “amount of 
labor,” whatever that may mean, any more than it is 


* Positive Theory, p. 65. 
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measured by the amount of uses of land. In fact, we 
have no way of expressing the amount of labor or of uses 
of land, except through their value. 

8. If the mere presence of labor in producing the 
present values is what is meant by “production,” then, 
practically, all land must be classed as capital ; for there is 
little of it that has not had its value enhanced by labor 
applied to it. 

4. The attempt to distinguish between the part of the 
value of a material thing that is due to labor and the part 
that is due to nature, keeping thus nature (or land) and 
capital distinct, is vain when once the labor has been 
spent. This is recognized by Béhm-Bawerk in certain 
cases, like permanent improvements on agricultural fields ; 
but this case differs in no essential from every other 
case where scarce natural materials are united with labor. 
It is purely arbitrary to call some such combinations land, 
and others capital. 

5. Finally, it is not true that land, as understood by the 
business man or the economist when he really comes to 
his problem, consists only of the gifts of nature. Large 
areas are made and reclaimed, and then are treated pre- 
cisely the same way as the land that exists little changed 
since coming from nature’s hand. 

The reasons are so many and conclusive against this 
distinction that only the influence of the labor theory of » 
value over those who think themselves emancipated from - 
it can explain the persistence of the-error. Yet this dis- 
tinction is of the essence of Béhm-Bawerk’s concept of 
capital. A consistent capital concept never can be based 
upon it. 
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VI. A RESTATEMENT OF THE CAPITAL CONCEPT. 


We have seen* that Béhm-Bawerk holds the view 
that capital should be taken to consist of concrete goods, 
and that he opposes strongly any attempt to make “some 
kind of abstraction the essence of capital.” | He does not 
think that capital should be spoken of as a “sum of value ” 
or as “circulating power” or as “purchasing power.” f 
He believes that capital consists of “the common material 
goods called mills, looms, ploughs, locomotives.” It is 
these, and not “an immaterial sum of value,” which “can 
grind corn, or spin yarn, or plough up land, or carry a 
load.” § We have seen that the attack of Clark on the 
work of Béhm-Bawerk assumes that the concrete concep- 
tion is the one that Béhm-Bawerk makes use of, and that 
it isa false one. Our criticism of Béhm-Bawerk’s treat- 
ment is on a different line; namely, that he has not one, 
but two concepts of capital,|| and that, while defining capi- 
tal as if it could be spoken of without reference to value 
or the use of value expressions, he employs a value con- 
cept almost entirely in his reasoning on the interest prob- 
lem. He makes a shift without being conscious of it, and 
makes use of the concept which Clark criticises him for 
ignoring. 

In the concept of capital must be united both the 
thought of concrete things and that of their value, for 
their quantity is only measurable in a way that permits of 
comparison in terms of value. There is nothing meta- 
physical or abstract about this: it is what business men 
_ are doing constantly. They do not attempt to compare 
amounts of capital by physical standards of measurement. 
Things which lose their value are no longer counted as 


*See supra., p.6. + Positive Theory, pp. 33,34. {Ibid., pp. 58, 59. 

§See other definitions of capital as concrete in Positive Theory, pp. 22, 65, 
and passim. 

|| One of which differs both from the social and the private capital ; three, 
therefore, including both of them. 
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capital, no matter how large their amount. A change in 
the quality involving a change in value or in value of a 
given quality is at once counted as a change in the quan- 
tity of capital. And the idea of capital is carried over to 
all things of value, regardless of the question of the origin 
of the good. Béhm-Bawerk illustrates this usage fre- 
quently, for example, when he speaks of the “ capital 
value of land,” * and, again, in making use of the word 
“capitalization ” in explaining the value of land and inter- 
est arising from 

The business man, followed by the economist when he 
comes to discuss practical problems, starts with the 
thought of a man with a sum of money to spend for buy- 
ing goods; and this buying is called “investing ” his capi- 


tal, or, as the word originally meant “ clothing,” the money 


in the form of other material things. When the money 
is thus “invested,” it may be in the form of machines, 
buildings, lands, products on which labor has been em- 
ployed. If the investment has been fortunate, we say, 
comparing the values with the value of the money ex- 
pended, that the capital has increased. Now there is of 
course some danger of confusing capital with money, but 
no more than in every case where money is used to ex- 
press the value of other goods. What is the capital? 
Either the money or the thing whose value is expressed 
in money. Money is itself a concrete thing, one in which 
the value of other things is expressed. It is this expres- 
sion and measurement of market value which is the es- 
sence of the capital concept in much business usage, as well 
as in most economic discussion, no matter what may be 
the formal definition. This must be recognized in our 
definition. 

Capital, in our conception, is an aspect of material 


things, or, better, it consists of material things considered +> | 


in one aspect,— their market value. It is under this aspect 
* Positive Theory, p. 344. t Ibid., p. 348. 
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that men have come more and more to look at wealth. 
The growth of a money-economy has made it more and 
more convenient to compare and measure the value of 
dissimilar things in terms of dollars. Things are thus 
capitalized. A writer, tracing the development of the 
wealth concept, has well pointed out that at one time 
wealth was looked upon as consisting of things of use to 
the owner, lands, flocks, herds,— use-values, to use the 
old phrase,— but that now it is looked upon as made up 
of things having exchange value, estimated in terms of the 
general standard of value in the community.* He would 
confine the term “ wealth” to this latter concept, leaving 
the former without any special name; while the proposal 
here is to confine the term “wealth” to the former con- 
cept, and apply to the latter the term “capital.” We thus 
adhere as closely as possible to popular usage. We should 
thus speak of a man’s wealth as consisting of a number of 
acres of land, a herd of horses or cattle, 2 number of ma- 
chines or ships; but we should say that his capital con- 


-+ sisted of so many thousand dollars’ worth of land, cattle, 


and the like. We say that a company has a capital of so 
many thousand dollars, and it is invested in buildings and 
machinery. The distinction between nominal capital and 
paid-up capital, and that between the capital stock con- 
sisting of paper certificates or shares and the capital of 
valuable material things, present no serious difficulties. 
Wealth and capital consist of precisely the same things. 


_ Wealth is the popular expression for goods the exact valu- 


. ation of which is not stated. Capital is merely the ordi- 


nary market value expression of wealth. As we cannot 
give to the value of anything an arithmetical expression 
except in terms of some other concrete thing, we find it 
most convenient to express it in terms of money. The 
increase or decrease of capital is not measured by any ulti- 
mate standard. The changes in its money expression do 

*Charles A. Tattle, in Annals of the American Academy of Political and 
Social Science, i. 615, ff. 


| 


| 
a 
| 


RECENT DISCUSSION OF THE CAPITAL CONCEPT 43 


not necessarily reflect changes in the welfare of the com- 
munity or of the individual. Over periods of time, changes 
in the quantity of capital can only be determined in a con- 
ventional way, by men’s agreeing to accept one commodity 
or group of commodities as a standard. But at any mo- 
ment the different portions of capital are homogeneous, 
and can be compared, added, or subtracted as we see 
men doing every day in business, 

The term “property,” again, is loosely used in place of 
wealth or capital, but can be clearly distinguished from 
them as the legal, not the economic, aspect of valuable 
material things. In short, “property” has as its essence 
the idea of legal right; and in connection with material 
things the important right is that of control. Ownership 
is simply a greater or less degree of control. The term 
“property,” meaning legal rights of control, is broader ; 
that is, extends to more things than the terms “ wealth” or 
“capital,” for it includes patent rights, legal monopolies, © 
valuable agreements from men to do or not to do certain 
things, all having the common feature that the value is 
not attached to or connected with or attributed to a 
material thing, but is due to the legal right to control or 
limit some person’s action. It seems inadvisable to try to 
make the content of wealth as large as that of property 
by considering that men become wealth to the degree that 
their rights are limited in the interest of others.* To 
illustrate the use of the terms “ wealth,” “capital,” and 
“ property,” we would say that a stock of goods is wealth, 
it is (or it represents) a capital of $10,000, and it is the 
property of Jones, and the property is worth $10,000. If 
Brown holds a mortgage of $5,000 on the property, how- 
ever the lawyers may look at it, we must consider that 
Jones’s property (or right) is only of the value of $5,000. 
The property of Brown and that of Jones are both found 
within the capital of $10,000, and in total value cannot 


* Such a view is taken by Irving Fisher, Economic Journal, vii. 206. 
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exceed it. The value of the property owned never can 
exceed the capital that is the object of the legal right. 
Many absurdities in our laws of taxation have resulted 
from confusing the economic view of wealth with the legal 
question of ownership, and of confusing, still less excus- 
ably the mere paper evidences of legal rights with the 
wealth to which those rights apply. 

To restate the definition that has here been arrived at: 
Capital is economic wealth whose quantity is expressed in af 
general value unit. It is used as applying to a single 
thing or to a group of things. There is no place in it for 
the distinction, the inconsistencies of which have been 
discussed, between individual and social capital. We do 
not call the services of things that minister directly to 
satisfaction unproductive while calling the personal ser- 
vices of men productive, even where nothing material 
results. We do not retain the distinction between con- 
sumption and production goods as essential in economic 
discussion. All valuable things of more than momentary 
duration are “ intermediate goods,” are capital, in that they 
are valuable because designed to satisfy future wants. 
While the definition thus sweeps away any limitation on 


-+ the content of capital because of a difference in future 


use, it likewise sweeps away any limitation because of a 
difference in the origin or source of its value. Capital 
is not thought of as made up only of goods whose value 
is the result of labor. It has been shown that the pre- — 
vailing distinction between “natural agents” and “ pro- 
duced agents” of production involves radical defects of 
logie and is practically not maintained. This definition 
is emancipated from the false labor theory of value. In 
regard to the contending views,— first, that capital consists 
of concrete goods, and, second, that it is the value of 
goods,— the definition harmonizes them by defining capital 


as consisting of the concrete things, but only when con- 
sidered as homogeneous and comparable units of value. 
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I would not exaggerate the significance of the change 
here proposed in the capital concept, yet it would be folly 
to ignore the consequences its acceptance would involve 
for economic theory. Text-books must be rewritten, and 
many questions must be re-examined. This is not because 
the concept is unused by the older writers, but because 
they have used it without recognizing how different it was 
from their formal definitions and the concept employed 
in other parts of their work. Many students of recent 
years have felt the need of a readjustment of the leading 
economic concepts. This concept requires and makes 
possible such a readjustment. The current theories of 
land value, of rent, of interest, to a greater or less extent 
rest on the unsound ideas which have been criticised 
throughout this paper. On another occasion the writer 
will attempt to state the outlines of an economic system 
of thought in harmony with the capital concept here 
presented. 

FRANK A. FETTER. 
SranFrorD UNIVERSITY. 
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THE TRUSTS: FACTS ESTABLISHED AND 
PROBLEMS UNSOLVED. 


THE trusts have been prominent in political and eco- 
nomic discussion in the United States for nearly twenty 
years. There have been several official investigations of 
the subject by the national government and the different 
state governments; the government of Canada has inves- 
tigated it; a brief report on the situation in Austria has 
been made by a committee of that government. Besides 
these official investigations, many studies have been made 
by private individuals connected with industrial combina- 
tions, by those opposed to them and also by impartial in- 
vestigators, both here and abroad. Every one who has 
given careful attention to the subject is aware that, owing 
to its complexity, and to the fact that the situation has 
been continually changing, it is impossible to express a 
final opinion on many matters connected with it. The 
time has come, however, when it may be profitable to sum 
up as compactly as possible what has been actually estab- 
lished, and to point out where further experience is needed. 
In this article, therefore, an attempt is made to distin- 
guish, as carefully as possible, between what may be 
considered as established regarding these combinations 
and what problems can be solved only after further ex- 
perience or more careful investigation; and, in the light 
of this summary, to indicate briefly what seems to be the 
situation regarding advantageous legislation. Railroads 
and other natural monopolies will be excluded from the 
discussion, which is confined to the so-called capitalistic 
monopolies. 

The final cause of these combinations, all will probably 
agree, is to be found in the main in the desire of business 
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men to increase their profits. Doubtless, connected with 
this chief motive, others are to be found, such as the desire 
to exert greater power and influence in the community. 
The main cause, however, and the obvious one, states 
only a truism, unless one designates with some care the 
means by which profits are to be increased through com- 
bination. 

In very many cases,— probably in the large majority of 
cases,—competition among rival manufacturers has re- 
duced profits very materially before a combination has 
been effected ; and the thought uppermost in the minds 
of those entering into the combination has been to check 
or to set aside entirely this very severe competition. In 
prospectuses and public discussions the savings that may 
be effected by combinations are often made most promi- 
nent; but, in private conversation, persons who have en- 
tered into them will usually concede that the chief purpose 
has been to check competition which they consider exces- 
sive, even when the thought of monopoly is not present. 
Experience shows that competition has frequently been, 
for considerable periods of time, very materially lessened, 
sv much so that the expressions “ temporary monopoly,” 
“partial monopoly,” etc., seem fully justified. It is also 
clear that industries which require a large investment 
in fixed capital, and the products of which are uniform 
in nature or can be readily tested, are more easily con- 
trolled by combinations than are others; but so far the 
experience has been short, and not entirely conclusive. 

There can be no doubt, too, that in many instances the 
hope not merely of lessening competition, but of secur- 
ing a monopoly of the market, has been a prominent influ- 
ence in bringing together into a combination competing 
establishments. Where the form of organization is that 
merely of dividing markets and agreeing upon prices, as is 
common in Europe, the combination is usually not made 
until the producers of 95 per cent. or more of the entire 


q 
i 
| 
4 
4 


48 QUARTERLY JOURNAL OF ECONOMICS 


output are ready to join the agreement. So, also, in our 
own country it has often been true that the trusts are 
able to control considerably more than 90 per cent. of the 
market, thus giving them such power that their prices are 
fixed, to a considerable extent at least, on the basis of the 
greatest net returns rather than upon the cost of produc- 
tion. While the hope of monopoly has thus been a promi- 
nent element in securing the formation of these combina- 
tions, it is also certain that for a comparatively short time, 
at any rate, monopoly has been secured. It remains yet 
to be shown by experience whether this monopoly can be 
held permanently or for very long periods of time. It re- 
mains also to be shown, provided monopoly can be held 
permanently in any lines of industry, just what those 
lines of industry are, and in what other lines monopoly is 
impossible. The conditions of business in various indus- 
tries differ so materially that — while it is perhaps to be 
considered established that, even without natural monop- 
oly or special favors granted, permanent monopoly can be 
secured simply through the influence of great capital in 
some lines of industry —it is equally certain that the 
field within which such monopoly can be established with- 
out outside aid is comparatively limited. It is of the 
greatest importance in connection with legislation as well 
as in connection with a scientific understanding of the 
whole industrial situation that this line of demarcation be- 
tween the various classes of industry be accurately drawn, 
and that the relation of each to the question of combina- 
tion be carefully considered. Only long experience and 
careful observation can enable any one fitly to perform 
the task. 


Organizers of the combinations generally believe that 
through combination important savings in the cost of 
manufacture can be effected ; and the experience of the 
past ten years makes it certain that such savings have been 
in very many cases really made. 
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When freight charges form a considerable part of the 
cost of putting the goods into the hands of consumers, 
material savings are made by combinations which control 
manufacturing establishments in different sections of the 
country through the avoidance of cross freights. These 
savings are often very large, running sometimes into the 
hundreds of thousands of dollars a year; but they are by 
no means made by all combinations. They cannot be 
effected for an industry which, from its nature, is practi- 
cally limited to some one locality; and the freight is a 
matter of slight moment in many other industries of 
which the manufactured articles are of light weight. 

The cost of selling is often very materially lessened by 
combination. In those instances in which competitors 
have kept travelling salesmen on the road, visiting the 
same localities and the same customers, very large savings 
are made by reducing the number of such salesmen, per- 
mitting one to take orders for the different manufacturing 
establishments which make the same kinds of goods, and 
to take orders also for a greater variety of goods than was 
customary before the combination was effected. What 
applies to travelling salesmen applies, also, in many cases, 
to local merchants who sell on commission or in other 
ways act as distributors of the manufactured product. 
Their number and the amount of their commissions have 
frequently been reduced. 

A similar saving has been made in lessening the amount 
expended for advertising purposes, or perhaps more fre- 
quently in making more efficient an &dvertising expendi- 
ture which has not been lessened in amount. We may 
distinguish three kinds of advertising: one, which simply 
announces to the public where goods of certain qualities 
likely to be in demand can be secured and under what 
conditions; a second, which calls the attention of the 
public to goods regarding which people would have 
little knowledge without the advertisement; and a third, 
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which attempts to persuade customers to buy the goods 
advertised instead of some other which might satisfy the 
same want. Advertising of the third class is peculiarly 
competitive advertising, and in many cases serves the pur- 
pose merely of transferring orders from one establishment 
to another without increasing the total amount consumed. 
The formation of a combination enables the money which 
has been expended in the third class of advertising to 
be more profitably used in that of the first and second 
classes. But these savings in the cost of selling, though 
usually prominently mentioned and frequently made, are 
by no means universally made by combinations. 


A small establishment is often compelled to throw 
away material which, under other circumstances, can be 
made into a valuable by-product. Sometimes the sav- 
ing can be effected only when the amount of material that 
can be so used is large, sometimes only by the expenditure 
of larger sums of money than are at the disposal of the 
small establishment. In either case, however, a decided 
advantage is given to a large concern which can readily 
be created by the combination of several independent es- 
tablishments. The extent to which this advantage is 
secured by industrial combination is not fully known, and 
will vary, of course, with each separate industry. This 
source of saving is practically nothing in some lines. In 
other lines the by-product that can thus be saved and im- 
proved, as in the petroleum industry, may perhaps prove 
a source of profit as important as the main product. 


The chief benefit which comes to society from the in- 
vention of new machinery is the saving of energy thereby 
effected, which lessens the cost of production. A some- 
what similar saving of energy comes from the organization 
of a large business under a single skilled executive head. 
A much more efficient division of labor can often be made 
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than was possible before, and in this way energy is saved. 
The president of the American Steel Hoop Company testi- 
fied that, under that company, through the better organi- 
zation of work of different classes into separate mills, it 
was possible to avoid changing rollers, stopping machin- 
ery, and the like, to so great an extent that, as compared 
with the work in separate establishments, saving to the 
amount of one dollar per ton in the cost of manufacture 
was effected. In very many lines of industry where there 
is a large variety of products, by the better organization 
of the work into different establishments under one man- 
agement, similar savings could be effected. On the other 
hand, saving of this kind cannot be made in all lines of 
industry; and it remains yet to be shown to what an ex- 
tent this source of saving can be made available through 
combination. 

The added efficiency that comes from the better organi- 
zation of labor and through the better grouping of 
machines is secured, also, through the better grouping of 
administrative and business talent in very large establish- 
ments. In small establishments one man with a special 
gift for a certain kind of business is compelled to do 
many kinds of work. If several such men, each with his 
peculiar gift, come together into a large establishment, 
each one can devote his whole time to that department 
for which he is specially fitted. Experience is already 
long enough to show that this is often a decided advan- 
tage to large combinations. On the other hand, it has 
not yet been shown that this efficient grouping of indus- 
trial talent, though it often takes place when a new 
combination is formed, is one that will remain permanent 
through the changing vicissitudes of business. It is 
quite possible that, as the history of industrial combina- 
tions progresses, we shall find that in these larger combi- 
nations —as is often true in governmental offices, and, at 
times, even in large railways and banks with a long 
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history — habits of doing business will become fixed, a 
tendency towards hereditary office-holding will develop, 
the men of special gifts will not be grouped to the best 
advantage, and we shall have the evils so often found in 
old countries in long-established private firms reproduced 
in an exaggerated degree in long-established combina- 
tions. It is probably true that as yet no such tendency 
has appeared; but this element of advantage so often 
cited by the managers of combinations cannot for many 
years to come be looked upon as proved. 

This same truth holds to a considerable extent with 
reference to the quality of mind found in the managers of 
the greatest industrial combinations. It is probably true 
that in the beginning the strongest men are placed at the 
head. Experience alone will be able to show us whether 
the pressure from potential competition or the demands 
of stockholders for regular profits, or other forces, will be 
found sufficient to keep permanently the quality of man- 
agers up to the same high standard, or whether, under the 
influence of the feeling of security regarding reasonable 
profits and of methods which become fixed, these positions 
may not come eventually to be held too long in the same 
hands. Possibly they will be bestowed at times from mo- 
tives of favoritism upon individuals who, perhaps, will 
make no serious mistake, but who, nevertheless, will not 
possess the extraordinary business ability shown by many 
of the founders. In practically all kinds of social activity 
this tendency towards formalism, towards habits so steady 
that enterprise is choked, is plainly marked. Under the 
competitive system the victims of such habits are com- 
paratively soon thrown out of the industrial field. In 
government bureaus and in large establishments which 
are for different reasons freed from the pressure of compe- 
tition, they often hold their positions. If our large capi- 
talistic combinations succeed in freeing themselves, even 
to a considerable extent, from the pressure of competition, 
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will this tendency lower efficiency as much as the saving 
from better division of labor tends to increase it? It may 
be set down as an established fact that now we have real 
captains of industry in very many cases, if not in most 
cases, at the heads of the great combinations, It remains 
yet to be established by experience whether such captains 
of industry will be found generally at their head, after time 
enough has elapsed for society and business men them- 
selves to become accustomed to the new methods of doing 
business. It is perhaps not too much to say that, so far 
as economic efficiency is concerned, this is the crucial test. 
The personal element is, in the long run, probably the 
most powerful single one. The fact that to a considerable 
extent competition in efficiency exists among the different 
establishments in the same combination, and that each 
superintendent can be tested by direct comparison of the 
results of his work with those of other establishments, 
tends to strengthen the combination. We cannot yet say 
positively whether or not the form of organization of com- 
binations will always make this possible, nor whether this 
force of competition within the organization will ulti- 
mately be enough to overcome the tendency towards 
apathy so generally found in all old social institutions. 

Men who have been prominent in the organization of 
trusts, both in this country and in Europe, do not hesitate 
to say that a prominent motive in their formation has at 
times been the hope on the part of the managers that 
they could thereby secure greater power over their 
laborers. This has been especially trite where employers 
have been frequently threatened with strikes or have seen 
their profits melt away through the hostile acts of trade 
unions. Such avowals are comparatively seldom made in 
public; and it is probable that such a motive alone would 
never be sufficient to bring about the organization of a 
great combination, but that it is a contributing element at 
times is certain. How great this added power over the 
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laborers is that is thus secured from combination is by no 
means yet determined, though at times it is probably con- 
siderable. Still less certain is it that in the long run the 
power of the combinations will be great enough to benefit 
employers at all at the expense of the employees. 

While this desire to secure more complete control over 
the laborers has at times contributed to the formation of 


combinations, it is also equally true that the desire to. 


make labor more efficient, so that fair or even high wages 
could be paid to the laborers without destroying entirely 
the profits of the employers, has also been an element in 
their organization. In certain cases in the United States 
this motive has been distinctly given in the articles of 
association, and the principles by which added profits 
were to be divided in part with the employees have been 
stated. In England, as is well known, the Brass Bedstead 
Combination and others which have been brought to- 
gether through the influence of Mr. E. J. Smith have 
organized on the basis of a combination which should in- 
clude workingmen as well as employers, and should so 
divide the added profits that might come through in- 
creased prices to consumers as to secure for the employers 
fair profits and for the employees a commensurate increase 
in wages. It remains still to be shown, however, through 
longer experience, whether the self-control of the laborers 
and the mutual confidence between them and their em- 
ployers can be permanently secured, so that the consumer 
can be compelled permanently to pay prices considerably 
above competitive rates for the sake of the two factors in 
production,— labor and capital. This does not raise the 
question, of course, as to whether any benefit whatever 
would come to all employees and all employers, provided 
this system of combination were to become universally ap- 
plied in all lines of industry. It is perhaps sufficient to 
say that such combinations are—at any rate, within the 
present era— not universally found. They are even, for 
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the present, impossible in very many lines of industry. 
It has been possible for certain industries to secure for a 
time these advantages to themselves at the expense of 
others in the community. The extent to which this can 
be done is something that requires much greater experi- 
ence to determine. 


It is beyond question true that in individual cases cer- 
tain special favors, adventitious aids, have built up the 
power of single corporations or of combinations of capital 
until they have become practical monopolies. Special dis- 
criminating rates granted by railroads, special legislation 
granting such privileges as exclusive franchises, special 
protective tariff rates, have all doubtless had this result. 
On the other hand, it has not by any means as yet been 
settled just where the limit of the influence of these 
special favors on the upbuilding of combinations is to be 
fixed. It is clear that in different countries exceedingly 
powerful combinations have been effected, apparently 
without any of these special favors. 

Patents which give a legal monopoly, of course, are in- 
tended to encourage monopoly for the time being, and 
need no further discussion. 

In Europe, railway discriminations among individual 
shippers are practically unknown. Under general rules 
somewhat lower rates are given at times to very large 
shippers ; but in these cases the rate is an open one, and 
is not in the nature of a special discrimination. In other 
instances special rates have been made to develop a cer- 
tain industry. In that case, however, all shippers of the 
product over the same route receive like treatment. In 
all probability it sometimes happens that these special 
rates do act as discriminations; but this is rarely true, 
and there is nothing secret about it, so that the public is 
enabled at all times to judge exactly the situation. In the 
United States, it is certain, freight discriminations have 
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aided large shippers, including certain so-called trusts. 
It seems equally certain that others have grown up with- 
out such favors. 

The situation regarding the tariff is somewhat more 
complicated. It is probably not exact to say in any case 
that a protective tariff is the cause of a combination. On 
the other hand, it is doubtless true that a tariff has at 
times, perhaps often, in our country as well as abroad, fur- 
nished a favorable occasion for the organization of a com- 
bination to lessen competition or to secure a monopoly in 
the home country without fear of competition from abroad. 
The combinations, by doing away with home competition, 
have been enabled to make the use of the tariff, so far as 
foreign competitors are concerned, that was intended by 
the government when it was levied; and the price of the 
product is doubtless sometimes, though by no means al- 
ways, substantially determined by the price of the chief 
foreign competitor, with the tariff and freight added. It 
can of course be considered as established that, if a com- 
bination has succeeded in doing away almost entirely 
with home competition, it can, if the product is one that 
would be affected by foreign competition without the 
tariff, put the price higher than would be otherwise pos- 
sible. The removal of the tariff would, under those cir- 
cumstances, beyond question lower the price, though it 
might possibly destroy the industry in so doing. The 
question that is still to be settled in connection with the 
tariff and trusts is this: To what extent does the home 
government think it wise in each individual case to pro- 
tect an industry that is substantially monopolized by a 
combination? ‘It will be noted that the study must be 
made independently for each separate industry. It may 
possibly be a question of the total abolition of the tariff 
and the compulsion of the combination to compete directly 
with foreigners on equal terms. It may be a question of 
the lowering of the tariff, so as to hold the price made by 
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the combination within normal or low limits without the 
destruction of the industry. Or, again, the question in 
certain cases may fairly be whether the government does 
not think it wise to keep the tariff and uphold an indus- 
try even at the expense of the consumers rather than to 
let it be driven out entirely by foreign competition, thus 
compelling the capital invested and the workmen em- 
ployed in it to seek occupation elsewhere. 


It is beyond question true that, by virtue of the greater 
power given through the possession of large capital and a 
very large organization, such as in most cases can be made 
under present industrial conditions only through the com- 
bination of several independent establishments, the export 
trade can be developed better than by small individual 
establishments. The advantage comes in two ways. In 
the first place, the combination often secures, through 
partial or total abolition of competition, a profitable busi- 
ness at home, with a secure market in the home country. 
With this profit assured, the combination can afford tem- 
porarily to lower prices enough to force its way into for- 
eign markets, when, if it had to fight with equal vigor for 
its home market, it would be impossible to do so. In the 
second place, even without any increase in price in 
the home market, the added capital at the disposition of 
the combination may enable it to send more highly paid 
agents and to lower its prices more than would otherwise 
be the case, in order to secure the foreign market. In both 
these ways, beyond question, the great combinations in 
both the United States and the leading European countries 
have been enabled to extend their markets along certain 
lines more rapidly than would otherwise have been the 
case. It is a common experience to hear managers of 
combinations assert that without their combinations it 
would be impossible for them to meet the competition of 
other countries. The great capital of one country can be 
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met only, in their judgment, by correspondingly great 
capital and added power in the other country. They be- 
lieve that in very many cases the control of the markets 
in countries that are not important manufacturing coun- 
tries themselves will go to the country that puts the 
greatest capital and skill into the development of the ex- 
port trade, and they think that this depends largely upon 
the formation of great industrial combinations. Further 
experience will enable us to determine much more defi- 
nitely than is now possible in what lines and to how great 
an extent this is true; and also whether or not this trade 
is at times secured at too great a cost. 


It is comparatively easy to see the advantage which 
comes to industry through the activities of the promoter, 
if by the promoter is meant a man who takes charge of 
the details of organization of a great business and places 
the stock upon the market when industrial conditions are 
such that the corporation comes naturally into existence, 
or when a man does the detailed work for several others 
who have already, through the exigencies of business, 
found it desirable to combine their separate interests into 
one. In the formation of such a combination, it is, of 
course, necessary that some one take the lead in deter- 
mining the parts that each one of the different members 
ought to have in the new organization, in preventing mis- 
understandings, and in settling such other difficulties as 
in the organization of such a combination are sure to 
arise. The work of such a man is a necessity, and is of 
clear benefit to the community. Whether called pro- 
moter or by some other name, he should be well paid for 
his services. Often a man of such exceptional tact and 
good judgment— one who has had the confidence of the 
business community for a long period of time — has de- 
manded that his reward should not be proportionate to 
the length of time devoted to the work, but should rather 
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be estimated somewhat in proportion to the importance of 
the service rendered. And this demand is just. 

Promoters, however, often do other work that is of 
much less importance to society; and in the organization 
of many of the later industrial combinations in the United 
States their services, instead of being an industrial benefit, 
have been a most serious damage. 

To illustrate from an analogous field: A new invention, 
which may or may not prove of advantage to the indus- 
trial community, can be exploited only by means of a cor- 
poration, in which, on account of the risk involved, each 
investor is willing to risk only a certain determined 
amount. For the exploitation of such an invention, some 
hopeful promoter is necessary. If the invention proves to 
be one adapted to the public needs, the promoter has per- 
formed a genuine service to the community, and may 
well be rewarded accordingly. If the invention, on the 
other hand, proves to be worthless, while no one is partic- 
ularly to blame, the community has simply been injured 
by the waste of energy and capital involved in attempting 
to exploit a worthless thing. The promoter works in 
such cases, of course, with the hope of the great reward 
that may come, provided the invention proves a success, 
and with the expectation of some loss, perhaps, if it proves 
a failure. In many instances, however, the promoter’s aim 
is a much more directly selfish one. He may determine 
to exploit the invention so far as the formation of the 
company and the placing of its shares upon the market 
are concerned, with the expectation that his profits will 
be derived from the shares sold, and that he will reap his 
reward, whether the public be gainer or loser. In many 
cases, even when his belief is strong that the public will 
be the loser in the long run, he acts no less vigorously ; 
and his work is done when the shares are sold. 

In the organization of industrial combinations we find 
the promoter occupying somewhat similar positions. If 
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the combination is one naturally called into existence by 
industrial conditions,— one which, on the whole, will prove 
beneficial, not merely to the members of the combination, 
but also to the public, on account of the better direction 
of productive energy,—the promoter has rendered the 
public a service, and should be rewarded accordingly. In 
the organization of some of our trusts the promoter has 
performed this useful work, and has earned his reward. 
On the other hand, in very many cases, it is certain that 
the situation of business did not call for the organization 
of a combination at the time that it has been called into 
existence, but that the promoter, through his skill in rep- 
resentation, or misrepresentation, has persuaded indepen- 
dent producers that they could, with less risk, reap large 
profits, and has in that way unwisely called into existence 
one of these combinations. The result has been simply 
injury to the independent producers and injury to the 
public. If the promoter has succeeded in disposing of 
the shares which he has taken in the new organization, he 
has reaped his reward at the expense of his associates and 
of the public. 

Even where the organization has been one that might 
be justified in some form by industrial conditions, and 
while to that extent, at any rate, the promoter may be 
said to have performed a public service, the method of 
organization may have been so faulty that the public are 
injured. It is probably not too much to say that in the 
great majority of the industrial combinations which have 


- been brought together within the last three years in the 


United States there has been a great amount of over- 
capitalization. This over-capitalization has, also, in many 
cases, resulted to the detriment of the public, both be- 
cause it has stimulated the desire to extort too high 
profits from the public by insistence upon higher than 
normal prices, and because, through more or less inten- 
tional deception, the investors have been persuaded to pay 
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prices for the stock higher than business conditions could 
in the long run justify. Still further, through the stimu- 
lation of speculation and unsound methods of doing busi- 
ness, the industrial community as a whole has been greatly 
injured. It is established, then, that in the organization 
of these combinations the promoter has at times done 
work that is beneficial to the community. Frequently he 
has done work that was at least unnecessary and probably 
somewhat detrimental to the community; and in very 
many other cases, through the encouragement of over- 
capitalization and the speculative tendency in the com- 
munity, his doings have been a positive injury. 

To a certain extent the same conclusions have been 
reached regarding banks that have been active in forming 
these combinations and placing their securities as regard- 
ing the promoter. Much less, however, is known about 
the real work of the banks and bank officials; and this 
is a subject which much needs further investigation. 

Many business men deprecate any attempt to put re- 
strictions upon the organization of corporations or on 
other forms of business organization, on the plea that such 
restrictions will hamper enterprise. Their attitude is in 
part just, but in part, also, short-sighted. The encourage- 
ment of a sound business which will in all probability make 
reasonable profits for those investing in it, and which will 
satisfy real needs of the community, is desirable. The 
encouragement of an enterprise, however, which results in 
over-speculation and in the benefit of the promoter or of 
a few shrewd speculators at the expense of the rest of. the 
community, is clearly detrimental. Legislators, and many 
who are disposed to give advice on legislation, are alto- 
gether too likely to confound these two kinds of enter- 
prise. One of the most important matters which remains 
still to be determined in connection with the development 
of the large industrial combinations is the extent to 
which mere speculative enterprise, on the one hand, and 
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speculative methods in the development of sound busi- 
ness combinations, on the other hand, have been carried 
on; and how far and by what methods combinations can 
be formed which will be in accordance with normal busi- 
ness conditions, and which are likely to result only in 
benefits to the public. 

A similar condition of affairs exists with reference to 
the conduct of the large combinations after their forma- 
tion. Some of them beyond question are conducted con- 
servatively and wisely in the interests of the stockholders 
and probably of the public also. Others are so organ- 
ized and managed that a few directors or managers who 
are more or less unscrupulous in their methods of seek- 
ing personal profit gather to themselves large gains at 
the expense of the stockholders, on the one hand, and 
of the public, on the other. There is here a great field 
still left for investigation in the United States. The 
field is one which is not limited strictly to combinations 
of capital, but applies also to all large corporations. It 
requires very slight knowledge of corporation law and 
very little knowledge of business conditions in the United 
States to realize the frequent insecurity of corporate in- 
vestments, and to learn something of the wrong which 
the public suffers from much of our corporate manage- 
ment. This is said without any underestimate of the 
very important, even of the entirely indispensable need 
of our business community for the corporate form of 
business organization, and with the full knowledge that 
the corporate form of organization should be encouraged 
under proper restrictions. The United States has much 
to learn in this direction from England, and possibly 
still more to learn from Germany and some other Con- 
tinental countries. It is possible to encourage the cor- 
porate form of doing business without at the same time 
throwing the door open to the exploitation by unfair 
means of stockholders and of the public. There is no in- 
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tention of asserting that all of our corporations are organ- 
ized and managed without regard for the interest of the 
public and of the stockholders. But itis certain — and the 
late trust investigations have brought this out more com- 
pletely than has ever been the case before —that these 
evils do exist in large measure in connection with the 
great industrial combinations, and that there still remains 
open a very wide and important field of investigation in 
determining just of what nature and of what extent these 
evils are, and how far and by what means they may be 
checked, and how the beneficial effects of the corporate 
form of business organization may be secured through im- 
provements in our corporation laws. 


Investigations of industrial combinations have not so 
far given very definite results regarding their influence 
upon wages and the conditions of workingmen. It is 
certain, as was stated earlier, that their organizers have 
at times felt that through combination their power over 
the workingmen has been increased, that through them 
they have become better able than before the organiza- 
tions were made to resist demands which, from their 
point of view, were unjust, although from the point of 
view of the laborer they were probably entirely just. 
It is also established beyond question that in many cases 
the industrial combinations have increased wages beyond 
what they were before the organization was made. In 
many instances it has in all probability been true that 
these increases in wages have been <lue rather to im- 
proved industrial conditions than to the formation of the 
combination; but in certain instances it seems to be es- 
tablished that wages have been raised by the combinations 
when they would not have been raised, had the combina- 
tion not been formed. 

On the other hand, it is equally well established in indi- 
vidual cases that the combinations have closed factories 
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and discharged workingmen when, had the combination 
not been formed, the individual establishments would have 
been able to continue in business for an indefinite length 
of time and to give their workingmen employment. It 
seems also to be established that, through the saving ef- 
fected by these organizations, they have, sometimes at 
least, been put into a position to increase wages for their 
workingmen, if they will, more than would have been 
possible, had the organization not been effected. 

The investigations show very little change as regards 
the relations between trade unions and their employers. 
Some of the combinations seem ready to recognize trade 
unions and to deal with their leaders. Others take the 
position that they will in no case deal with the trade 
unions as such, but that they will make terms only with 
individuals. In most cases, probably, this is a matter 
rather of the individual predilections of the managers of 
the combinations than of any effect of combination. 
Further experience alone can determine whether the 
trade unions can so strengthen themselves in the future 
that by controlling a very large proportion of the working- 
men in any one line of industry they will be able to hold 
their own with a combination of capital in the same line 
of industry. If this can be done, it is possible that there 
will be a saving of energy and a directness of dealing 
between the employers and the employees which may 
result to the benefit of both, though possibly to the disad- 
vantage of consumers. Only the future, however, can 
determine what the outcome will be. 

As has been intimated before, one reason for the for- 
mation of these combinations is the amount that can be 
saved in the cost of selling goods. Experience has shown 
that, when several different firms unite into one, if the in-. 
dustry is one in which travelling salesmen are employed, a 
large proportion of these salesmen, sometimes more than 


half, can often be discharged. In probably the great ma- 
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jority of cases where men have thus been relieved from 
work as salesmen, other work in connection with the 
combination has been found for part of them. Employers 
are loath to discharge men who have been faithful; and, 
where their services are not needed in one department, 
they are simply transferred to others. It is, however, still 
doubtless true that in very many cases travelling salesmen 
are left by the formation of the combination to seek em- 
ployment elsewhere. 

In individual cases, also, the work of the travelling 
salesmen has become so changed in its nature that persons 
of less skill may be employed, and wages thus be lowered. 
When competitors are seeking for the trade of an indi- 
vidual dealer, the most skilful salesman will be likely to 
secure his patronage. When, however, there is no com- 
petition, but the salesman has simply to take orders for 
goods needed, much less skill would seem to be required. 
Experience does not show, however, that this employment 
of cheaper salesmen has usually taken place. In many 
cases the sale of goods depends not upon a direct demand 
from customers, but upon the art shown by manufacturers, 
dealers, and salesmen in calling the attention of cus- 
tomers to these goods, and to the advisability of purchas- 
ing them. In consequence, then, even when there is no 
competition among salesmen, it is often true that the 
more skilful salesman can extend the business much 
better than one of less skill. From the statistical inves- 
tigation made by the Department of Labor, it becomes 
evident that, although saving in this direction has been 
made, the result has been rather to make more efficient 
the work of travelling salesmen who were retained than 
to cut down their wages. In certain instances even, it 
was found that the combination had employed travelling 
salesmen, even when they had not been employed by the 
individual manufacturers before the combination was 
effected. 
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It is evident that the economic effect of saving in the 
way indicated is to be considered rather an advantage 
to the community than otherwise. Travelling salesmen 
may be considered as one class of middlemen; and the 
more direct the communication can be between the pro- 
ducer and the consumer, other things being equal, the 
greater will be the advantage to the public. 

The experience previously referred to of the Brass Bed- 
stead Combination and others of like nature in England 
indicates that for considerable periods of time at least 
both workingmen and employers have profited decidedly 
by joint action in combination. 

It should be borne in mind, however, that in these com- 
binations the benefit to the workingmen is not even sup- 
posed to come chiefly through their greater efficiency, as 
is the case in most profit-sharing schemes. The source of 
the added profits and wages is mainly found in higher 
prices paid by the consumer. If such combination be- 
tween the employers and the employees were to become 
general, the workingmen would suffer as consumers from 
the higher prices to a degree which corresponded to their 
increase in wages. It is probable, however, as said before, 
that the field of enterprise which is open to such combina- 
tions will, for a long time to come, be so narrow that, if 
this form of combination is successful, it will still be pos- 
sible for certain groups thus organized to profit at the 
expense of others. This, again, is one of the points 
which remains to be established by experience. 


Within the last two years, sufficient data have accumu- 
lated in the United States to show conclusively certain 
temporary effects at least of the industrial combinations 
upon the prices of the manufactured product. By com- 
paring carefully from month to month the prices of the 
leading raw materials with those of the finished product 
of several combinations along different lines, it has been 
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shown conclusively that a combination has been enabled, 
sometimes for periods of several years, to increase the 
margin between the raw material and the finished product 
to a considerable degree above what it was during the 
period of free competition preceding the organization of 
the combination. In certain instances a renewal of com- 
petition for short periods has lessened this margin, to be 
again increased when the competitors were bought up 
and the combination again consolidated. The increase in 
the margin may properly be considered an increase in 
price, although the absolute price of the finished product 
may not have increased at all. It is the normal tendency 
for the price of manufactured articles to decrease from 
time to time, with the improvements in machinery and 
methods of manufacture; and the effect of competition is 
seen chiefly in a lessening of the margin. This increase 
in the margin between the price of the finished product 
and that of the raw materials can hardly be considered a 
benefit to the industrial community, unless the condition 
of the industry before the combination was formed was 
unhealthful. The saving from combination that has al- 
ready been indicated ought, in most cases, to bring about 
a sufficient increase in the profits of the combination to 
justify its existence without increasing the margin which 
covers the cost of manufacture and the profits of the organ- 
ization. Whenever this margin increases, other condi- 
tions remaining equal, it must mean that either the price 
of the raw material has been lessened below former com- 
petitive rates by the monopolistic powerrof the purchaser 
or that the selling price has been increased above former 
competitive rates by the monopolistic power of the seller. 


It is possible that in exceptional cases, when competition - 


has been abnormally fierce, this increase in the margin is 
economically justifiable and in the interests of the public. 
The fact, however, seems to be established by the compari- 
son of the figures above noted, together with the very 
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large profits which have, beyond doubt, been reaped by 
some of the combinations, that this increase in the margin, 
while doubtless in the interests of the stockholders of the 
combinations, has at times, perhaps often, been directly 
against the interests of the public at large. 

While the facts, then, show so far that some of these 
instances of increase of price have clearly been contrary 
to the interests of the public for the time being, the ulti- 
mate effects of the combinations in this direction is by no 
means yet settled. It has already been noted that compe- 
tition has at times lowered this margin, when it had been 
increased by the combination. It has certainly been true 
in very many cases that the eagerness on the part of the 
combination to reap very large profits in a short period 
has encouraged new competitors to come into the field, 
and thus again force the margin down. The experience 
of two or three of the most successful and long-lived of 
the combinations in Germany and Austria as well 
as in this country seems to show that it may be possible, 
through the saving effected by combinations and through 
their power in the market, to maintain a permanent price 
somewhat above the competitive rate. But all indica- 
tions of experience serve to show, likewise, that, if this is 
to be done, the margin of profit must be kept on the 
whole moderate. The increase above the competitive 
rate cannot be a large one. It is probable, even, that in 
times of emergency, when the demand is very strong and 
very large profits might be reaped, the combination has 
been and must be constrained to take only moderate 
profits, in order to maintain its control of the market 
after the favorable conditions have passed. 

While we may say, then, that it has been clearly estab- 
lished that prices can be raised, and have been raised for 
considerable periods of time by the combinations, and while 
it may with equal certainty be asserted that combinations 
have not infrequently lowered prices below even the cost 
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of production for short periods in order to force would-be- 
competitors out of business, the asserted power, perhaps 
even the probable power, of combinations to maintain 
prices permanently above competitive rates, without call- 
ing into the field powerful competitors, remains still to 
be fully established by longer experience. In individual 
cases it has been shown that for considerable periods of 
time prices have been kept by the combinations much 
steadier than under competition. Of course, these con- 
clusions regarding the effects of combinations upon prices 
do not refer to prices fixed by legal monopolies or even 
to those fixed by the so-called natural monopolies, but 
only to those of combinations in manufacturing industries 
which have been characterized as capitalistic monopolies. 


In political discussion of late years the illegal corrupt 
influence of the trusts in political life has been asserted 
with perhaps greater emphasis than any other charge 
made against them. It may be considered established 
that corrupt influence has been exerted by these combina- 
tions, It has not, however, been established that the in- 
fluence of the capitalistic combinations has been more 
corrupt than that of the large natural monopolies, like 
the railroads and the telegraphs, or than that of individual 
firms of large means whose interests were closely con- 
nected with legislative measures. The remedy for the 
evil is still to be found. 

Similarly in political discussions much emphasis has 
been laid upon the supposed evil social effects of the 
combinations. It has been thought that through their 
influence it has become difficult for individuals to start 
business independently, and that young men are practi- 
cally forced into the position of mere employees. It has 
been believed, also, that this state of affairs has a strong 
tendency to lessen the power of individual initiative in 
business life and to impair materially the ability of busi- 
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ness men for self-government. Such questions can never 
be settled by count of heads; and, if they can be settled 
at all, it must be through experience extending over a 
very long period of time. It has beyond question been 
shown in many individual instances that individuals who 
are managing independent establishments have been com- 
pelled to take subordinate positions in great combinations. 
It has not yet been shown, however,— and it is question- 
able if it can be shown,—that either the individual him- 
self or the industrial or political community has been in- 
jured thereby. It is probable that in some cases hardships 
have thus been endured: it is also probable that in other 
cases men have been prevented from securing positions as 
influential and possibly even as useful as they might have 
secured under a competitive régime; but it is none the 
less probable that other men have been given better op- 
portunities for developing their really great powers, and 
that even some of the weaker. men have been able to ren- 
der greater service to the community in their subordinate 
positions than it would have been possible for them to 
render, had they remained entirely independent. Gen- 
eral social disadvantages form the best subjects for politi- 
cal denunciation and for eloquent speeches by campaign 
orators; but these are not matters that can readily 
be settled by experience, and it is certainly true that 
the general social influences of the trusts have not as 
yet been made out. It is still open for debate, and doubt- 
less will remain open for many years to come, whether 


their influences in this direction tend, on the whole, more 


towards evil than towards good. One should not forget 
that the same fears regarding the social effects of the fac- 
tory system have troubled many philanthropic people for 
decades. The question is by no means a new one. 


Evils in connection with the trusts have thus, beyond 
doubt, been established. Benefits coming from the trusts 
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have likewise been established beyond doubt. Many 
remedies for the evils have been tried. The conclusions 
regarding these remedies which can, at the present date, 
be positively reached are few. 

It may perhaps be considered settled that most of the 
laws which have aimed directly at the destruction of the 
combinations have proved in great part failures. What 
would have been the case, had they not been passed, is, 
of course, not to be known; but apparently they have 
had very slight effect, if any, in checking the tendency 
towards combination. On the other hand, these statutes 
and the common law as interpreted by the courts have, 
beyond doubt, had effect in determining to a certain 
extent the form of the industrial combinations. In this 
country, when combinations on a large scale were first 
attempted, the usual form was that of an agreement re- 
garding the extent of the output of the different establish- 
ments, and sometimes regarding the price at which the 
product should be sold. These agreements, it was found, 
were ‘frequently broken; and, wherever there seemed to 
be any likelihood that such contracts were intended 
to control the market, the courts were inclined to hold 
them illegal, and to refuse to enforce them. The result 
of this was, of course, an effort to secure a firmer form 
of combination. The first most prominent attempt was 
that of the “trust” adopted by the Standard Oil Com- 
pany, the Sugar Combination, the Whiskey Combina- 
tion, and some others. This form seemed for a time 
to give the requisite stability, and from that point of view 
to be successful. Decisions of the courts, however, and 
legislation directed against this form of the trust, showed 
that it was impracticable. In consequence, that form soon 
gave place to that of the single corporation. When differ- 
ent establishments thought it wise to combine into one, a 
corporation was formed which bought up all of the separate 
establishments, whether owned by corporations or by in- 
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dividuals, and held them as property. This change in 
form was, beyond doubt, to a great extent the direct 
result of hostile legislation and court decisions. Another 
form of combination, now not uncommon, which returns 
somewhat towards the trust form, while retaining the re- 
sponsibilities of the corporation, is that in which all of 
the members desiring to unite are put into the form of 
corporations and a single large unifying corporation is 
formed which buys the controlling shares of the stock of 
each of the separate establishments, in this way securing 
control. Under the laws of several of our States it is per- 
mitted to a corporation thus to hold the stock of another 
corporation, and this form of organization seems to be 
growing more common. 

Our legislation and court decisions have also modified 
somewhat the legal doctrine concerning restraint of trade. 
In certain States, at any rate, our courts are much more 
inclined than at earlier times to hold that a contract in 
restraint of trade is contrary to the public interest and 
void, even when in form it contemplates only a partial 
restraint. In many cases this has probably been true 
where twenty years ago the contracts would have been 
held valid. 

Similar results seem to be shown by considering the 
experience of other countries. In Germany, contracts 
for division of the market and fixing of prices by a 
central selling committee or bureau, so as to secure 
what the court considers reasonable, not extortionate 
profits, are considered valid, even when they are sufficient 
to give a practical monopoly of any industry. On the 
other hand, the courts of Austria seem rather to have 
taken the position of many of those in the United States, 
and to hold such contracts illegal under a statute of 1870. 
The consequence there seems to be that the combinations 
are looking about to secure some other form of organiza- 
tion which may satisfy the law, and which will still give 
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them the right to combine as freely as ever. The ten- 
dency towards combination in all countries seems to be 
substantially the same.- The differences in the laws, and 
in the business habits of the people, seem to change only 
the form of organization, 

It seems to be established by practically universal ex- 
perience that the greatest evils of the industrial combina- 
tions spring from acts that can be kept secret or that 
cannot, at any rate, be fully established in the eyes of the 
public. This is shown by the unwillingness which many 
of the larger combinations show in publishing information 
such as large corporations on a sound basis have no hesi- 
tation in presenting; by the strong tendency towards en- 
couraging speculation in their stocks, a matter which is 
also furthered by secrecy ; by the unwillingness which the 
larger combinations show towards taking the form of a 
single corporation in those countries where corporations 
are required to make public in considerable detail the 
nature of their business at the time that they enter into 
the combination, and detailed annual reports thereafter ; 
and by other similar lines of proof. 

As regards the main remedies, then, that have been pro- 
posed, and that different countries have attempted to en- 
force, perhaps we may consider as established this: First, 
that a removal of special discriminating favors to the com- 
binations will check their power over the consumers in 
individual cases, but that combinations may flourish with- 
out such discriminations. Second, that the removal of a 
protective tariff on the goods of such a combination would 
prevent it in certain instances from securing as high profits 
as otherwise and from increasing its prices to consumers 
as much as might otherwise be the case. To this should 
be added, however, the further statement that this remedy 
in many cases, if rigidly applied, would practically drive 
the industry from the country, and turn that line of busi- 
ness over to foreign competitors. In certain instances 
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this might be to the advantage of the country, as a whole ; 
in other instances, probably to its detriment. Each case 
still needs to be studied by itself before any specific con- 
clusion can be reached. No general conclusion is possible. 
Third, specific destructive legislation against these com- 
binations has not materially hindered their growth, though 
it has brought about decided changes in their forms in 
this and in other countries. The legislation, apparently, 
which those combinations whose acts seem most detri- 
mental to the public are most inclined to fear, is that 
which through indirect means will bring their practices 
directly before the public, and which, while not attempt- 
ing to destroy them, does put them under restrictions 
which can be enforced by public officials. 

Further legislation than this, such as various forms of 
taxation, has tended towards modifying the form, but not 
as yet towards affecting materially the growth of these 
combinations. The result of other legislation, and the 
more definite results even of these forms of legislation 
indicated, must still be a matter of further experience. 


JEREMIAH W. JENKS. 
CorneELL UNIVERSITY. 
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ENTERPRISE AND PROFIT. 


SmncE the appearance of my article in this Journal for 
April, 1892, in which I advanced the theory that “ enter- 
prise,” or the assumption of risk, was the distinguishing 
function of the entrepreneur (or, as I would prefer to call 
him, the “enterpriser” *), and that profit, in the strict 
economic sense of the term, was the economic reward for 
services rendered by the assumption of industrial risks, 
an interesting though somewhat desultory discussion of 
the allied subjects of risk, speculation, and insurance has 
been carried on.t 

Although much that I advanced in support of “The 
Risk Theory of Profit” has been generally accepted, I 
cannot flatter myself that the theory itself has wholly 
commended itself to students of the science. Neverthe- 
less, my ideas on the subject seem to have obtained a sort 
of qualified and ineffective acquiescence; and, so far as 
I am aware, no other explanation of the nature of indus- 


*I have used the word ‘‘ enterpriser”’ to denote the person who is entitled 
to the reward of his enterprise, or risk, If I am correct as to the nature of 
profit, the word is synonymous with entrepreneur, and should be substituted for 
it, both because it is an English word and because it explains the idea involved 
much more accurately. The word “‘ enterprise ’’ is in common use as a synonym 
for a business venture. ‘‘ Venture’’ and its derivatives would perhaps answer 
the purpose; but they do not seem to me as fit, as the idea of purpose does not 
seem to be so clearly connoted. When we speak of a venturesome person, we 
imply that he assumes unwise risks,—risks that will probably average 
against him. Thus we call a gambler or a speculator venturesome, an active 
business man enterprising. Even if I am wrong about the identity of the 
entrepreneur and the enterpriser, there is still a name needed for the assumer 
of business risks, 

+ See the following articles in the Quarterly Journal of Economics: “‘ The 
Fandamental Error of Kapital und Kapitalzins,” by F. B. Hawley, vi. 280- 
307; ‘The Risk Theory of Profit,’’ vii. 459-479; ‘Insurance and Business 
Profit,” by John B. Clark, vii. 40-54; ‘‘The Place of Abstinence in the 
Theory of Interest,’’ by T. N. Carver, viii. 40-61 (see foot-note on p. 58); 
‘* Risk as an Economic Factor,” by John Haynes, ix. 409-449. Compare ‘‘ The 
Place of the Speculator in the Theory of Distribution,’’ by Professor Henry 
Crosby Emery, Papers and Proceedings of the Twelfth Annual Meeting of the 
American Economic Association, pp. 103-118, with remarks by President Had- 
ley, Professors Carver, Commons, Giddings, Ripley, and Mr. Emerick. 
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trial profit, equally satisfactory, has been advanced in its 
place. The whole subject of profit and loss has been so 
long enveloped in fog that economists seem to have recon- 
ciled themselves to the situation, and have fallen into the 
habit of assuming that this dark corner of the science 
cannot be hiding anything of real importance. If, how- 
ever, it turns out that enterprise is really entitled to rank 
as the equal of the other productive forces,— land, labor, 
and capital,—its exact nature can hardly be a matter of 
indifference. And it may well be true that a competent 
understanding of the industrial force which, in the one 
respect of being the only-directive force, is even superior 
to the others, will supply the omitted premises which, to 
the reproach of economics, have so often stood in the way 
of the practical application of its principles. 

Of course, I must not be understood as criticising this 
general attitude of economic thinkers. If the Risk The- 
ory really forms an adequate explanation of the phe- 
nomena of profit and enterprise, the reason that it has 
not been more warmly welcomed must be found in the 
manner of its presentation. This paper is, accordingly, 
written in hopes of clearing up some of the ambiguities 
and misunderstandings which still surround the following 
branches of the subject : — 

1. The connection between Enterprise and Co-ordina- 
tion. 

2. The relation of Insurance to Enterprise. 

8. The relation of Speculation to Enterprise. 

The present standing of the Risk Theory of Profit 
can perhaps best be shown from the following quotation 
from Mr. John Haynes’s article on “ Risk as an Economic 
Factor”: * — 

Mr. F. B. Hawley, in a criticism of “ Boehm-Bawerk,” has advo- 
cated the theory that the entrepreneur’s function is that of the risk- 
taker, and that profit, his reward, is the pay for risk-taking, or 
“enterprise.” The question whether or not the entrep.eneur is a risk- 


* Quarterly Journal of Economics, ix. 423. 


| 
{ 
| 
| 
| 
‘ 


ENTERPRISE AND PROFIT 


77 


taker depends on the conception of an entrepreneur. Mr. Hawley’s 
idea is that he is a man in active business affairs who is responsible 
for the capital he is using, or is the owner of it himself. That the 
entrepreneur is a risk-taker cannot, I think, be questioned if we take 
the view Mr. Hawley holds, and, indeed, the view generally held, of 
the nature of the entrepreneur. But is the entrepreneur the only risk- 
taker? To be consistent, this view must include among entrepreneurs 
all lenders of money who receive anything above the minimum of 
interest. It is universally agreed that gross interest contains a load- 
ing which is due to the risk encountered by the lender. If, then, 
Mr. Hawley is logical, the man who loans his funds to hazardous en- 
terprises is an entrepreneur. This view has something to commend. 
it, as it leaves the capitalist, as the receiver of net interest, the re- 
ward for the employment of capital when used in the safest possible 
channels. But this is not all. We must consider the question 
whether the laborer can be a risk-taker. Mr. Hawley himself, in 
his controversy with Professor Clark, proves conclusively that other 
things than capital can be risked. Life and reputation, time and 
future wages, all can be risked. The man who performs the func- 
tion designated as labor by economists undergoes risk, as well as the 
possessor of capital. This is too familiar a fact to need proof. It 
was treated by Adam Smith, where he said, in speaking of different 
employments, that “the wages of labor vary according to the proba- 
bility or improbability of success in them.” This being true, if Mr. 
Hawley is to be consistent, he must include among entrepreneurs 
every laborer who is able to exact from society any compensation for 
assuming a risk. Doubtless such a system might be worked out 
which would be perfectly logical and consistent with the facts. We 
might start with the proposition that there are three kinds of cost,— 
personal exertion, abstinence,—or waiting,—and risk-taking. No 
.man could be found who suffered any one of these costs in its purity, 
but it would be a logical carrying out of the idea that distribution 
must go entirely by functions discharged. Though we might con- 
struct such a system as this, it is doubtful whether it would be of 
any value to our science. The problem of distribution with which 
economists are struggling is, in large part, the problem of what 
classification of the facts brings out recognized truths most clearly 
and in due perspective. It seems to me that the method which 
would make insurance a co-ordinate subject in distribution would 
have no special merit in this. way. 


This is a very lucid, comprehensive, and exact state- 
ment of my argument. The view of the entrepreneur, or 
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“ enterpriser,” here attributed to me is exactly the one I 
am contending for. I hold that all individual incomes! 
are composite, and that it is hard to imagine one that does, 
not contain an element of profit and loss, as there is an. 
element of uncertainty in the income of everybody. 
Uncertainty and risk are connotations. The one cannot 
exist without the other. The moment any element is de- 
termined, uncertainty ceases. It is therefore only in the 
undetermined residue that uncertainty inheres. A resi- 
due, until finally determined, connotes a risk; and a risk 
connotes an undetermined residue. The moment a resi- 
due is determined, the risk is annihilated. If, therefore, 
profit is a residue,—and all are agreed on this point,— it 
must, when finally realized, be partially, at least, the result 
of a risk assumed. 

It also seems to me a little unfair to demand of a pro- 
posed theory of profit what no one ever thinks of de- 
manding of the theory of rent or the theory of wages 
or the theory of interest. Where is the landlord to be 
found who is not also a capitalist and a laborer? Where 
is the laborer who does not possess at least a pair of over- 
alls or a dinner-pail, and, perhaps, even a patch of land? 
Where is the capitalist who is not also a laborer or a 
landlord? Yet we find no difficulty in differentiating 
landlords, laborers, and capitalists, according to their pre- 
dominant industrial functions. To my mind the fact that 
any given theory of profit was founded upon a function 
exercised by individuals who exercised no other industrial 
function would induce suspicion rather than assent. 

Again, I am disappointed that, having gone with me as 
far as he does, Mr. Haynes objects that “it would be the 
logical carrying out of the idea that distribution must go 
entirely by functions discharged.” 

OF course, the distribution of the product among those 
who produce it can be arranged under a number of classi- 
fications. Aided by statistics, we might determine how 
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much those between certain ages received or what pro- 
portion of it went to males and what to females. For 
certain purposes these or similar classifications might be 
useful, but such purposes will always be found to lie out- 
side of the subject of income itself. I must confess my- 
self unable to comprehend how income can be analyzed 
at all except by means of a classification founded upon 
function, nor how, when a function is recognized as 
distinct from all others, it can be refused a place in the 
classification of functions, even if it is seldom or never 
exercised by any individual who is not also exercising 
another function. 

Surely, the functions of land, labor, and capital, are 
universally regarded as causing the distribution of the 
product into rent, wages, and interest. The landlord 
bases his claim for rent upon his possession of the land, 
the laborer his claim for wages upon his expenditure of 
physical effort, the capitalist his claim for interest upon 
the productivity of his capital. Both Professor Clark 
and Mr. Haynes grant that enterprise exercises a service- 
able and, therefore, a productive function distinct from 
all others. Why, then, is not the assumption of the risk, 
inevitably involved in dynamic production, a sound basis 
for the enterpriser’s claim for a separate reward distinct 
from all others, even if we refuse to identify him with the 
entrepreneur ? 

Mr. Haynes fears that the recognition of enterprise as 
the basis of profit will not be fruitful. It could well be 
asked, How can he be sure of this before economic doc- 
trine has been reconsidered in the light of the new prin- 
ciple? Moreover, as pure interest is certainly not over 
two per cent., and as the gross return of interest and 
profit is certainly over six per cent., the aggregate 
amount of profit is surely twice and possibly three or four 
times as large as the aggregate of pure interest. A cor- 
rect theory of profit, therefore, should be at least as im- 


a 


80 QUARTERLY JOURNAL OF ECONOMICS 


portant to the science as a correct theory of interest. 
But, granting that his apprehensions are realized, is any 
reason thereby afforded for denying its proper place to a 
valid principle? We have usually in economics several 
classifications to choose from, any one of which may sur- 
pass the others for certain purposes and be inferior to 
them for other purposes. In such cases, of course, we 
enjoy liberty of choice; but we are never authorized to 
use part of one classification conjointly with part of 
another. We cannot, therefore, treat rent, wages, and 
interest as fundamental forms of industrial income 
founded on function, while refusing to place the reward 
of enterprise by their side, unless we can demonstrate that 
the latter is not a distinct form of industrial income also 
founded on function. And that it is such is admitted by 
both Mr. Haynes and Professor Clark. 

Fortunately, Mr. Haynes, in the closing paragraph of 
the quotation, gives us an insight into the real reason of 
his indifference to the reward of risk-taking. He is per- 
fectly correct in asserting that “insurance” is not a sub- 
ject in distribution co-ordinate with rent, wages, and 
interest, because insurance is not a form of income at all. 
Profit or loss is the final result of a risk undergone; in- 
surance, merely one of the means by which certain risks 
can be avoided or shifted. This distinction will be dis- 
cussed more at length later in the article. 

I now venture to quote from Mr. Haynes’s pages the 
following succinct and clear statement and analysis of 
Professor Clark’s objections to the Risk Theory of 
Profit: — 

We now turn to Professor Clark’s criticism of Mr. Hawley. The 
whole criticism consists in putting forward Clark’s peculiar concep- 
tion of the entrepreneur. According to Professor Clark, the reward 
of risk-taking belongs to the capitalist. The entrepreneur is the co- 
ordinator of capital and labor, nothing more. His reward is pure 
profit. Professor Clark says: “We have used the term entrepre- 
neur in an unusually strict sense, to designate the man who co- 


ENTERPRISE AND PROFIT 81 


ordinates capital and labor without in his own proper capacity 
furnishing either of them. Yet our eyes are open to the fact that 
the living man who performs this function has to do other things 
also. It is only in the one limited capacity that we have called that 
of the entrepreneur that the man is confined to co-ordinating the 
elements furnished by others....In performing this function, he 
contributes to industry nothing but relations. He connects labor 
and capital with each other in his own establishment. He connects 
this establishment with others, and makes it do its part in the gen- 
eral industrial system. He becomes the owner of the products of 
this industry as they are turned out, and sells them in the market for 
what he can get. In acquiring this ownership, he must pay all the 
costs entailed in creating the product; and among the costs to be thus 
defrayed is the entire sum made over to the capitalist as an offset fo 
risk.” Professor Clark excludes from the function of the entrepre- 
neur every activity which can possibly be classed as labor; and, 
moreover, the entrepreneur possesses “no dollar.” Accepting Pro- 
fessor Clark’s conception of the entrepreneur, the result follows that 
he is not a risk-taker; for he has nothing torisk. It is admitted that 
no single example of the pure entrepreneur can be found anywhere. 
This fact seems to me a serious indictment of the conception. 

We are not satisfied with the above conception of the entrepreneur. 
It seems it would be better to understand the phrase, “co-ordinator 
of capital and labor” (which is a very happy expression) in a wider 
sense. The entrepreneur is a co-ordinator in no passive way,— as 
merely furnishing a relation,— but he is a person of activity. He 
makes the relation. He must first be a laborer himself. Then he 
must have a capital of his own, unless he can get the use of capital 
as a gift from some relative or friend. Because he is both a laborer 
and a capitalist, he is able to co-ordinate labor and capital. 


Up to this point I find myself in exact agreement with 
Mr. Haynes. When, however, he goes on to say, as he 
does in the succeeding paragraphs, that the entrepreneur 
is only a “special kind of laborer,” I must dissent. 


It is not the purpose of this paper to discuss distribution, but it is 
absolutely necessary to outline as briefly as possible the distributive 
system before going further in the discussion of our subject. The 
essentials of production are two,— labor and capital. The man whose 
distinguishing function in the productive process is personal effort is 
a laborer, whether he carries a hod or is President of the United 
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States. A man who possesses wealth which is used productively is a 
capitalist. If he co-ordinates his capital with his own labor or that 
of others, he is an entrepreneur,—he is a special kind of laborer. 
All laborers are co-ordinators of capital and labor ; but the entrepre- 
neur is distinguished from other laborers by the fact that his own 
capital (or capital borrowed on his credit, which amounts to the same 
thing) is co-ordinated with labor, while the simple laborer brings 
nothing but his personal qualities to the productive process. .. . 

The question arises, What is profit? Without going into an 
extended discussion of the matter, we may say that it is the reward 
that comes to the entrepreneur on account of the special advantage 
which he has to use his talents and employ his capital from the fact 
that he is both laborer and capitalist. If we can find out what his 
income would be if he loaned his capital to others, and also sold his 
services to others in such a way as to run the same risk and perform 
the same amount of labor as he does as an entrepreneur, the differ- 
ence between his income and the total income which he receives as an 
entrepreneur represents the reward that comes to him from the fact 
of his double function, and may be called profit. 


There is no more reliable thread to serve us as a guide 
‘ through the labyrinth of economic discussion than a com- 
parison of any apparent result with the corresponding idea 
underlying popular conceptions. There is surely some- 
thing intuitive in the accumulated result of the uncon- 
scious cerebration of the race. The popular conception 
of the term “profit” carries with it two inseparable con- 
notations. The first is that profit is a residue; the second, 
that it is a form of income distinct from and coequal with 
rent, wages, and interest. Any definition of the nature 
of profit which violates either or both of these connota- 
tions antagonizes our instinctive perceptions, and requires, 
therefore, exceptionally clear and distinct proof. And I 
am sure that neither Mr. Haynes nor Professor Clark will 
object to their conception of profit being tested by the 
popular connotations of the term. 

Now Mr. Haynes certainly violates the second connota- 
tion when he speaks of the entrepreneur as a “special 
kind of laborer,” as in that case profit must be a special 
kind of wages,— wages of management, or, at least, some- 
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thing analogous to wages of management. But wages of 
management are always either a predetermined sum 
entering into the entrepreneur’s cost or are susceptible of 
predetermination. So it would appear that Mr. Haynes’s 
conception also violates the connotation that profit is a 
residue unless he can show that the wages of co-ordinating 
cannot be predetermined, which he will find to be a some- 
what difficult matter. 

However, in the last paragraph quoted above — the one 
in which Mr, Haynes answers the question, “ What is 
profit?” — he seems to change his ground. His entrepre- 
neur is no longer a “special kind of laborer,” but has 
become a special kind of monopolist, whose gains come 
to him “on account of the special advantage which he has 
to use his talents and employ his capital from the fact 
that he is both a laborer and a capitalist.” Now, as I 
have pointed out elsewhere,* monopoly gains (except, per- 
haps, in the case of land rentals) are not a distinct form 
of income, coequal with wages, interest, and profit, be- 
cause monopoly is only a distributive force, and not a 
creative or productive force, like land, labor, and capital, 
or like enterprise, whether we consider the reward of 
enterprise to be profit or something else. Except in- 
directly, as such gains serve as a stimulus to invention, 
the world as a whole is no richer for the gains of monop- 
oly. What accrues to the monopolists is subtracted from 
the income of the rest of the community. On the other 
hand (when once private ownership of land has been 
established), the man who allows the us¢ of his land to 
another, the man who allows another to occupy his house, 
who furnishes another with tools, who retains possession 
of raw material in process, who holds the finished product 
to await the convenience of the final consumer, who ex- 
ercises his physical or mental powers in the rendering of 
services or in fashioning commodities, and also the man 
who relieves another of a risk which he is better able to 


*“ The Risk Theory of Profit,”” Quarterly Journal of Economics, vol. vii. 
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bear than the man he relieves,— each renders a service 
for which the world is richer, creates utility, and is en- 
titled to a return. Mr. Haynes’s second definition of 
profit therefore violates the connotation that it is a pri- 
mary form of income. 

Moreover, Mr. Haynes’s formula for ascertaining profit 
is theoretically as well as practically impossible of appli- 
cation. The entrepreneur cannot possibly sell “his ser- 
vices to others in such a way as to run the same risk” 
and leave any surplus behind him ; for, if he accepted a 
stipulated sum, he would no longer run any risk at all. 
It would be simply a case of insurance, such as will be 
explained later. If, on the other hand, he accepted a 
stipulated sum as his wages of management or co-ordina- 
. tion, with the added condition that there should be added 
to or subtracted from that sum the gains or losses of the 
business as they eventuated, the whole surplus in question 
would have to be turned over to him. Before the change 
was made, the undetermined surplus was his; and he 
would not, of course, abandon it without receiving an 
equivalent. Being barred by the condition stated from 
receiving a definite sum as such equivalent, he would 
_ demand an undetermined sum equal to the undetermined 
surplus. 

It is not quite clear to my mind what Professor Clark 
means by co-ordinating capital and labor; and I cannot, 
therefore, positively affirm that he would accept Mr. 
Haynes’s answer to the query, “ What is profit?” * But 
I am safe, I think, in assuming that he also regards profit 
as either a species of wages or a species of monopoly gain, 
or some compound of the two ideas. I at least cannot 
understand how co-ordination can possibly obtain any 
other kind of reward. The co-ordinator goes into the 

* Professor Clark says, ‘‘ Defray all the expenses of bringing a product into 
existence, sell the article for what you can get, and, if you have anything more 


in your hands than you had at the beginning of the operation, you have a true 
profit.” Quarterly Journal of Economics, vii. 41. 
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market, selects the raw material most suitable for his 
purpose, buys it at the cheapest possible price. He hires 
the laborer and puts the raw material in his hands, and 
tells him what to do with it and how to handle his tools. 
He furnishes shelter and tools to the laborer, and subjects 
him to rigid regulations. He takes the finished product, 
and uses his judgment as to the best market and the best 
time in which to sell it. His function is the constant 
exercise of ingenuity and judgment, which, theoretically 
at least, can be exercised just as well when he has no 
financial interest in the product as when he is the owner, — 
just as well when he is a hired manager as when he is a 
principal. In either case, what he personally obtains for 
the exercise of his ingenuity, watchfulness, and judgment, 
is of the nature of wages. He is rewarded by wages of 
management; and, if his ability as a manager is excep- 
tional, his wages will be and should be exceptionally large. 
They will be augmented, that is, by a monopolistic accre- 
tion. Now of course the co-ordinator may be worth more 
as a co-ordinator to himself than to any other employer, 
both because he will be less interfered with and because 
he will naturally work harder for himself than for a 
salary; but this circumstance does not change the nature 
of his income as a co-ordinator. Professor Clark’s and 
Mr. Haynes’s conception of the co-ordinator includes, of 
course, more than this. The mistake they make, as it 
seems to me, is that this something more is not an act of 
co-ordination. What is it that elevates the mere co- 
ordinator, the manager, into the co-ordinator in their 
meaning of the term, which is synonymous with entre- 
preneur? Professor Clark himself tells us (I quote him 


again) : 


We have used the term enterpreneur in an unusually strict 
sense, to designate the man who co-ordinates capital and labor with- 
out in his own proper capacity furnishing either of them. Yet our 
eyes are open to the fact that the living man who performs this func- 
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tion has to do other things also. It is only in the limited capacity 
that we have called that of the entrepreneur that the man is con- 
fined to co-ordinating the elements furnished by others. Here he is 
so confined. In performing this one function, he contributes to 
industry nothing but relations. He connects labor and capital with 
each other in his own establishment. He connects this establish- 
ment with others, and makes it do its part in the general industrial 
system. He becomes the owner of the products of this industry as 
they are turned out, and sells them in the market for what he can 1 


get. 
In other words, it is the fact of proprietorship. To 
obtain an income of profit, the co-ordinator must own or ; 


control the things he co-ordinates. Professor Clark in- 
deed asserts that this ownership, though a necessary one, 
is still a mere incident; but I am confident that, if he will 
reconsider the matter, he will recognize that it is really 
the very essence of the matter in dispute, and that he does 
not differ from me as radically as he supposes. 
Now it must be granted that it is impossible for any 
one to earn a profit without performing an act of co- 
ordination.* And it is equally impossible to do so with- 
out some amount of physical effort. So, also, it is im- j 
_ possible to make a loan without expending a small amount } 
of personal exertion and performing at least one act of 
| co-ordination ; but no one on that account considers the 
loaning of capital to be a mere incident to the exertion of | 
finding a trustworthy borrower, and that, consequently, 
interest is the reward of labor and a kind of wages. On | 
the contrary, it is the personal exertion or labor of arrang- 
_ing the loan which is incidental to the capitalistic function 
(| of loaning. And, in exactly the same sense and degree, 
any acts of co-ordination performed by the entrepreneur 
are merely incidental to his ownership of the enterprise. 
If such acts of co-ordination are performed wisely, the ’ 
entrepreneur’s income will indeed be increased; but so, 
* For, even when everything is left to a hired manager, his selection is an 
act of co-ordination, though it may be and sometimes is the only act of co- 
ordination performed by the profit-recipient. 
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also, will the income of the capitalist be increased by per- 
sonal diligence and good judgment. The cases of the 
capitalist and of the entrepreneur are not merely analo- 
gous: they are absolutely parallel, the only difference 
being that ordinarily the affairs of capitalists require less 
personal attention and less co-ordinating than the affairs 
of entrepreneurs. 

Now why is it that this fact of the ownership of the 
entrepreneur is so significant? If both selling price and 
cost, inclusive of his own wages of management, were 
absolutely predetermined and certainly known to every- 
body else as well as to himself, would there be any such 
thing at all as profit? Manifestly not, for then cost and 
selling price would always equal each other, unless the 
producer enjoyed some personal or monopolistic advantage 
that kept others from competing with him; and in this 
case his additional income, above wages of management, 
would be entirely a monopolistic gain. There exists a 
quite common business arrangement which aptly illus- 
trates this condition of affairs. It is that of the broker 
who buys on order, and, on occasions (for the purpose, 
usually, of keeping the two apart) has the goods charged 
to him by the seller, and then bills them at the same price 
to the buyer, and sends in a bill for brokerage either to 
the buyer or to the seller or to both. There is, of course, 
a small element of risk to the broker in this transaction ; 
but the additional business thereby secured is considered 
by him to be the equivalent or more than the equivalent 
for the risk. There is here no real difference between cost 
and selling price. If the broker possesses influence, good 
will, or other personal advantages which enable him to 
secure more brokerages than his personal labors are really 
worth, his income consists wholly of wages of management 
plus some gain from monopoly. We have here both co- 
ordination and ownership and yet no element of profit, 
from which it appears that the peculiar income of the 
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entrepreneur arises neither from co-ordination per se nor 
from ownership per se. The element of “profit,” how- 
ever, or of its complement, “loss,” is attendant upon co- 
ordination when co-ordination happens to be an incident 
of ownership; and it is attendant upon ownership only so 
long as either cost or selling price is undetermined, so 
long only as ownership involves risk. 

In the last analysis an act of co-ordination cannot pos- 
sibly be anything more than the exercise of a choice. If I 
am correct in this, it would seem to settle the question 
between the mere co-ordinator and the enterpriser in favor 
of the latter. The co-ordinator is the one who makes the 
choice, who decides ; and this he can do either for himself 
or for others: the enterpriser is he who assumes the con- 
sequences of the choice, whether the choice be made by 
himself or by others acting as his agents. When the two 
happen to be different persons, it is not the chooser, but 
the assumer, who gains or suffers by the transaction. 
Consequently, when the same person happens to be both 
chooser and assumer, both co-ordinator and enterpriser, 
the results of the choice accrue to him as “ enterpriser per 
se,” and not as “co-ordinator per se.” At the time of 
choice the results of the choice are necessarily undeter- 
mined, It is, therefore, only the “enterpriser per se” who 
is entitled to the undetermined residue or profit of the 
transaction. 

That there is an ever-present and indissoluble connec- 
tion between risk and profit seems now to be proven. 
This same relation of risk to profit can perhaps be made 
more evident to some minds in another way, or, rather, in 
another form of words, the logical process being really the 
same. All are agreed that profit is a residue ; but, until 
any transaction is completed, what the residue will 
amount to is a matter of uncertainty. The class of pro- 
ducers, therefore, who consent to accept this uncertain 
residue as their share of the product, assume a risk; and 
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part, at least, of the residue must be considered as their 
remuneration for the assumption. Even if we should 
grant — what is no longer possible — that wages of man- 
agement and monopoly gains are components of this 
residue, the fact that these wages and gains were not pre- 
determined would leave in the residue an element of risk 
entitled to compensation. We see, therefore, that residue 
connotes risk, and that risk connotes residue: the two are 
inseparable. Now, if residue and profit are connotations, 
and residue and risk are also connotations, it is a neces- 
sary corollary that profit and risk connote each other. 

Now how does it happen, if I am correct, that so able a 
thinker as Professor Clark overlooked these connotations ? 
The explanation can, I think, be found in the very title 
of his paper, “Insurance and Business Profit.” Used in 
this connection, the word “insurance ” carries with it the 
unconscious implication that it is the reward for assuming 
a risk; and, as an insurance premium is always a prede- 
termined sum, the vital connection between the reward of 
risk and undetermined residue is obscured. Insurance is 
an element of cost, as Professor Clark rightly claims, 
whether such insurance is paid by the entrepreneur to 
the owner of the plant which he rents or to the capitalist 
whose funds he borrows as a protection against fire in the 
one case and against his own failure in the other case; 
and in both cases such insurance lessens the undetermined 
residue which constitutes profit. 

Now, if I am correct in claiming that enterprise is the 
real function of the entrepreneur, what actually occurs is 
exactly what the Risk Theory of profit would lead us 
to expect. Whenever any given entrepreneur shifts his 
function upon another by insurance, his own expectation 
of reward is cut down. If his risk of fire is 1 per cent., 
and he insures the risk at 2 per cent., his expectation of 
profit is just 1 per cent. less than it was before. On the 
other hand, if Professor Clark is right, and profit is the 
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reward of co-ordination, the entrepreneur’s expectation of 
gain should be increased by the above transaction, because 
his insuring his property against fire is an additional act 
of co-ordination ; and an increase of co-ordination, other 
things being equal, should lead to an increase of reward. 

Of course, as Professor Clark says, no man who has 
nothing in the shape of a guarantee can assume a risk; 
but it does not follow from this as a corollary fact that 
“it goes without saying that the hazard of business falls 
upon the capitalist.” As I have elsewhere shown, the 
hazard of business can fall upon land or labor, as well as 
upon capital. This objection, however, does not go to 
the root of the matter. The real reply is that the reward 
of the entrepreneur is due to him, not because he is the 
possessor of an opportunity, but because he avails himself 
of the opportunity. It is not the power to exercise his 
peculiar function, but the actual exercise of it that brings 
him gain. It is not because he possesses brain power or 
muscle that a laborer can earn wages, but because he ex- 
ercises these powers productively. The miser who buries 
his gold is not a capitalist. He only is a capitalist who 
loans his wealth to others or to himself for productive 
purposes. A man is not an enterpriser simply because he 
has something which he could risk, be that something ac- 
cumulated wealth, appropriated natural resources, physi- 
cal or mental ability, monopoly privileges, or even charac- 
ter and reputation, but because he actually risks these 
things or some of them in the process of production. 

But it may be asked, Why can we not regard the re- 
ward of risk as accruing in the shape of an additional 
award to the industrial force subjected to the risk, as 
Professor Clark has done in the case of the capitalist? In 
other words, why are we not at liberty to treat the gain 
of enterprise as the writer himself has treated the gain of 
monopoly? A moment’s consideration will supply us 
with a reply. Monopoly is only a distributive force, 


- 
| 
| 
e 
4 
q 
| 
| 


ENTERPRISE AND PROFIT 91 


whereas enterprise is a creative, or productive, force,—a 
distinction which is fundamental in economics.* 

In his lately published work, The Distribution of Wealth, 
Professor Clark correctly claims that “ profits” tend to 
decline as static conditions are approached, and would be 
eliminated entirely if static conditions should be fully 
attained. Whichever we regard as the source of profit, 
both co-ordination and enterprise are surely dynamic 
forces. To eliminate profit wholly, however, static con- 
ditions must be more absolute than is indicated in Profes- 
sor Clark’s work. Not only must labor and capital remain 
unchanged in their aggregates,— individual laborers re- 
main constant in their efficiency, and individual capital- 
ists neither increase nor diminish their resources; but, to 
insure perfect fixity of both cost and amount of produc- 
tion, there must be a cessation of all variations due to the 
changeableness of the environment; due, that is, to such 
causes as the progress of the seasons, fire, lightning, hail, 
the dangers of the sea, and even those incident to natural 


* Professor Clark’s acknowledgment that enterprise is a productive force is 
to be found in the following extract from his essay on ‘‘ Insurance and Busi- 
ness Profit ’’: ‘* Professor Mangoldt in Germany and Mr. Frederick B. Hawley 
in this country have made a definite contribution to our knowledge of the 
principles governing business risk and its reward. Working independently, 
they have reached one conclusion that cannot be overthrown. In a sense there 
is a net gain realized from risk-taking. Men do not hazard their capital for an 
amount of annual gains that in a long term of years will just offset their losses. 
They demand more than this, and get it. If the chance of losing one’s entire 
capital in a year be as one in a hundred, the natural offset for this hazard will 
be a gain of more than 1 per cent. of the capital exposed. If, of a hundred 
men engaged in a particular business, one fails each year, the ninety-nine will 
get enough to more than make good, to the group as a whole, the destruction 
of capital entailed by a single failure. The wealth represented in this depart- 
ment of business is not only kept intact, but is increased by virtue of a gain 
that is the direct reward of risk-carrying. To every other industry, and there- 
fore to society as a whole, there accrues each year an accession of wealth that 
is the offset for perils encountered. Business repays men, not only for their 
labors, but for their fears.’’ Quarterly Journal of Economics, vii. 40. Later 
in the article he demonstrates with beautiful clearness and conciseness just 
how the assumption of risk creates value by rendering a service in transferring 
risks from those to whom their subjective value is great to those to whom their 
subjective value is less. 
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growth and decay. We must imagine industrial society 
in the static condition as an automatic machine, endowed 
with perpetual motion and working without friction in an 
absolutely unchangeable environment. Under such cir- 
cumstances, according to the Risk Theory of profit, profits 
would of course disappear, because no uncertainties would 
remain. The Risk Theory is, therefore, entirely in accord 
with Professor Clark’s line of argument in his book. 

On the other hand, something more than Professor 
Clark has yet given us is needed to bring the Co-ordina- 
tion Theory of Profit in accord with his theory of statical 
conditions. If the “reward of risk” insures to the capi- 
talist as such, and not to the entrepreneur as such, it is 
either a kind of interest or it is a peculiar form of income, 
differing from either wages, interest, or profit. In the 
latter case it should not have been omitted from Professor 
Clark’s analysis. In the former case should he not have 
explained to us why, unlike other forms of interest, it 
tends to disappear as the static state is approached? As 
cost and selling price become more and more fixed, as un- 
certainties become certainties, risks cease to exist; and 
the rewards of risk are, of course, no longer attainable. 
But this growing fixity of cost and price, this decrease in 
uncertainty, as the static condition is approached, is the 
very reason Professor Clark advances to explain the de- 
cline of profit and its final extinction when the static con- 
dition is completely attained. If, therefore, Professor 
Clark is correct in refusing to identify the “reward of 
risk” with “ profit,” are we not entitled to an explanation 
of the fact that all the influences and tendencies affecting 
profit, to which he has called our attention, are exactly 
the influences and tendencies which must affect the “ re- 
ward of risk,” and to have pointed out to us, if they exist, 
such influences and tendencies as affect these forms of in- 
come differently, and which will therefore serve in differ- 
entiating the one from the other ? 


- 
f . 
{ 


ENTERPRISE AND PROFIT 93 


Enterprise is then entitled to a standing in the theory 
of economics at least alongside land, labor, and capital. It 
is attended, however, by one peculiarity, which may per- 
haps be regarded as taking it out of their class, but by 
placing it above them in a class by itself. It is the direc- 
tive, or governing, force, to which all the other industrial 
forces are subservient. Land, labor, and capital are but 
tools in the hands of enterprise. They can each of them 
exact a specified and predetermined part of the product 
from enterprise, but only by making themselves subser- 
vient to the commands of enterprise. It is the enterpriser 
alone who decides upon the direction which labor shall 
take and the form which capital shall take; and he 
decides primarily with an exclusive view to his own 
interest, and only secondarily with any considera- 
tion for theirs. He is forced, of course, to allow them a 
sufficient part of the product to keep up their efficiency as 
his tools; but he will never do anything which will lead to 
an increase of rent, wages, or interest, unless an increase 
of his reward is also involved.* So far, then, from its 
being improbable, as Mr. Haynes fears, that the recognition 
and proper classification of enterprise will be fruitful in 
economics, it can be confidently asserted that it is only from 
the standpoint of the enterpriser that a truly proportioned 
survey of the economic field can be obtained, because we 
cannot arrive at any satisfactory comprehension of the 
interaction of industrial forces until we have obtained an 
understanding of the initial force that sets them all in 
motion. 

Returning now to the subject of insurance, which re- 

* Thus, if a new process were proposed to an enterpriser, by means of which 
he could obtain the same product with the labor of 51 men at $2 which he 
‘was producing by the labor of 100 men at $1 per day, he would refuse to 
adopt it, because it would entail a loss to him of $2 per day, notwithstand- 
ing the fact that the adoption of the process would result in addition to gross 
wages of whatever the 49 discharged men could earn in other occupations. 
Supposing they could secure equally good wages elsewhere, this would mean a 
gain to the world of $47 per day, less the cost of educating 51 men worth 
$1 per day into $2 per day men. 
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quires further analysis, I would say that, so far from 
being a synonym for “reward of risk,” as it is tacitly 
assumed to be by most writers, it is really its antithesis. 
To the party who pays a specific sum to free himself from 
a risk, insurance is not the equivalent of what would have 
been his reward for undergoing the risk. It is what is 
paid for avoiding the risk by transferring it to the 
shoulders of another. Nor does the second party, in 
accepting the premium of insurance, which Professor 
Clark speaks of as “the offset of the risk,” receive it as 
his reward for the assumption of the risk. His real re- 
ward is to be found, not in the amount of premium 
received, but in the difference between that amount and 
the losses consequent upon assuming the risk; and in any 
individual case the reward may be therefore a negative 
one. When similar business transactions are aggregated, 
however, the sum of the premiums will always exceed the 
sum of the losses; and, therefore, in any general treat- 
ment of the subject, we are justified in regarding the 
insurer’s reward as a positive one, so long as we do not 
fall into the error of considering the premium of insurance 
received as the insurer’s reward. His net reward, after 
his expenses and wages of management are deducted, is a 
pure profit or loss, because, although the selling price of 
the guarantee he has given is fixed and predetermined, 
what the guarantee will cost him can only be determined 


/ by the expiration of the risk. The entrepreneur ordinarily 
has his costs or most of them determined before his selling 


price; but the insurer (and the entrepreneur, also, who 
sells his goods before he makes them) has his selling price 
determined before his costs. This, however, makes no 
theoretical difference, as there is equally an undetermined 
residue, whether it is selling price or cost which is first 
determined. 

When the capitalist gets 2 per cent. extra in his gross 
interest to induce him to make a hazardous loan, his real 
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gain is not this 2 per cent. received, unless it so happens 
that his loan is repaid at maturity. Taking all hazardous 
loans together, as we should do in a general treatment of 
the subject, we see that capitalists receive a predetermined 
pure net interest on their capital, and an indeterminate 
sum besides, to reward them for their risk; that is, really 
an undetermined difference between cost and selling price, 
which, according to all disputants, is the definition of 
profit. The inducement to make a hazardous loan is not 
the gross amount of the premium exacted, but the differ- 
ence between that premium and the probability of loss. 
In other words, considered from the general point of view, 
gross interest, as the term is ordinarily used, is a com- 
posite sum composed of pure interest, recoupment of 
actual loss, and profit, the first being a predetermined 
sum and the two others also predetermined in their 
aggregate, but varying inversely, and, therefore, undeter- 
mined separately. The first and third only are income of 
the combined owner and risker of the capital loaned, 
whose income is clearly a composite one, composed of two 
clearly distinguishable elements, which are subject to two 
entirely different sets of influences and laws. To obtain 
the second part of this composite income, the owner of the 
capital has exercised the function of the enterpriser; and 
it is curious to observe, and confirmatory, also, of the 
position I am advocating, that he was only able to exact 
this premium over pure interest because individually he 
did not at the time come under the definition of the 
“capitalist as such.” The “capitalist as Such” cannot be 
the owner or possessor of capital. That is universally 
conceded to belong to the function of the “ entrepreneur 
as such.” What the “capitalist as such” possesses is 
simply a claim on capital which is actually in the posses- 
sion of some other entrepreneur, or in his own actual 
possession as an entrepreneur, if he employs his capital 
himself. 
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But it is precisely because the lender has the actual pos- 
session of the property at the time the loan is made that 
he is able to exact a premium for the risk. It goes with- 
out saying that a man cannot risk what he does not own 
or control; and, as the actual possession of capital is an 
attribute of the entrepreneur, and not an attribute of the 
capitalist, it is the entrepreneur alone who can risk it. 

Now it does not follow that any individual entrepre- 
neur cannot insure some of the risks inseparable from the 
business in which he is engaged ; but we should expect he 
would in each case reduce correspondingly, or nearly so, 
the reward for risk that would otherwise accrue to him. 
And this is just what happens. A premium of insurance 
becomes a cost to the one who pays it, and is always a 
deduction from the undetermined residue. But, while it 
is true that the actual risk is not at all lessened by being 
transferred, it is always transferred to broader shoulders, 
because the assumer’s subjective valuation of the risk 
must always be lower than the subjective valuation of the 
insured, from which it follows that the selling price of 
the product will be correspondingly reduced by competi- 
tion. Let us suppose that in a given enterprise the real 
risk of destruction by fire is 1 per cent. of the product. 
A fire would, however, be such a serious calamity to an 
individual entrepreneur that he would require 5 per cent. 
of the product to induce him to take the chance. When 
insurance companies offer to relieve him and his competi- 
tors, also, of this risk for 2 per cent. of the product, 
competition would soon reduce the selling price by 3 
per cent., from which it clearly appears that a premium 
of insurance paid by an entrepreneur really represents 
only a part of the real cost of his insurance, as eventually 
the competition of other entrepreneurs will lead to a 
lowering of selling price. In the case just cited the entre- 
preneur would have gained, on the average, one year with 
another, an additional 4 per cent. profit and selling price 
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would have been 8 per cent. higher if fire risks were unin- 
surable. 

Looking at the matter from the standpoint of the indi- 
vidual entrepreneur, it has been perceived that he can 
shift some of his risks by the payment of a sum agreed 
upon or predetermined, from which circumstances both 
Professor Clark and Mr. Haynes tacitly assume that all 
his risks could be so shifted without the abandonment of 
his special function. It would follow —as the aggregate 
of a number of predetermined sums must be itself a pre- 
determined sum—that the cost of shifting the whole 
risk assumed by the entrepreneur must be considered a 
predetermined sum; and, as this cost is considered by 
them to be the reward of risk, the reward of risk cannot 
be a residue, but must be considered as a cost. We have 
already noticed the fallacy of regarding insurance as the 
reward of risk. But the argument contains another 
fallacy even more radical. It lies in the supposition that 
the entrepreneur, even in their definition of the term, can 


_ shift all his risks by means of insurance without entirely 


abdicating his special industrial function. The risk in- 
volved in his ownership of the product can only be termi- 
nated by his parting with the product,—an act which is| 
the finale of any industrial transaction. This act com- 
pleted, the undetermined residue is determined, the un- 
certain profit becomes realized and definite, and the 
entrepreneur has ceased to exercise his peculiar industrial 
function. 

This brings us to the last division*of our subject,— 
speculative risks, as they afford an example of a special 
case where the entrepreneur appears to insure his last 
risk, that of “selling price ” ; to insure, that is, the risk I 
have called an uninsurable one. I refer to the case of 
the miller of flour to which Professor Emery calls atten- 
tion. It so happens that I am practically as well as theo- 
retically familiar with operations on the Exchanges. Let 
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us consider, then, transactions in an important and typical 
commodity,— cotton. 

Every conservative dealer sells “futures” against his 
purchases of actual cotton, and buys “ futures” against his 
sales of actual cotton. It may seem to the uninitiated 
that such asale of “ futures ” is a virtual insurance of “sell- 
ing price” and such a purchase of “futures” a virtual in- 
surance of “cost.” And, to a certain extent, this is true. 
When the actual cotton is purchased for the purpose of 
delivering it on the “future contract” sold, there are, 
however, several elements of uncertainty yet uneliminated. 
The cotton may be damaged in transit; it may lose in 
weight; it may not grade as well as expected; it may be 
too long in transit to reach the market in time for delivery; 
the allowance for grade may vary before delivery; the 
carrying differences between the months may change; 
and so on. Usually, however, the cotton bought is not 
suitable for “contract delivery” which will entail addi- 
tional uncertainties. It may, for instance, be of superior 
staple and character, which command a premium not 
allowed for on “ contract deliveries,” or it may have been 
bought with reference to a prospective customer for whose 
use it was especially fitted, and a premium paid for it on 
that account. In short, the circumstances other than the 
fluctuation of price on the Exchange which affect the 
selling price of a “hedged” lot of cotton are almost num- 
berless. It is safe to assert that, as a matter of fact, not 
10 per cent. of the actual cotton handled by New York 
dealers could be “delivered on contract” without loss. 
It is evident, therefore, that the risks influencing selling 
price are never wholly eliminated by the process of 
“hedging.” Nevertheless, a great part of them are thus 
eliminated ; and the consequence is that actual cotton is 
handled on a margin of profit so small that it often hardly 
exceeds a brokerage, and yet the business yields, perhaps, 
the average return on capital. The reason is that with 
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the decrease of risk and of profit on each transaction there 
takes place a corresponding increase in the number of 
transactions possible with the same amount of the dealer’s 
own capital. It is not an unheard of thing for the cotton 
market to advance 100 per cent. or to decline 50 per 
cent. from the opening price within a year. The mer- 
chant who should embark his whole capital in such a 
variable commodity would be altogether too venturesome. 
Unless the expectation of average gain was very great, 
the moderately prudent man would not engage in the 
business at all, or, if he did, he would invest only such 
small part of his funds as he could spare without much 
inconvenience. On the other hand, when cotton is 
“hedged” on the Exchange, dealers can safely carry cot- 
ton to several times the amount of their capital. Hedged 
cotton is such a good security that borrowing on it is safe 
for both borrower and lender, because the limits of the 
variation in the “uncertain residue” when it is finally 
determined will be found to be unusually near together. 
It is a very rare thing for actual cottons bought to be 
carried and sold again on the Exchange, to net a loss of 
over 2 per cent. or to show a profit of over 5 per cent.; 
and, perhaps, the average dealer in “hedged” cotton 
would be fairly well satisfied if his purchases realized him 
a net average gain of 2 to 3 per cent., whereas, if “ op- 
tions” were prohibited, as is desired by our Populist 
friends, dealers would have to obtain on the average from 
6 to 10 per cent. of the selling price, to yield them the 
same percentage of return on their capital and the in- 
creased reward which the greater risk would inevitably 
result in. 

The middleman who does not hedge his cotton has his 
average remuneration fixed by his competitor who does 
hedge; and he can therefore get absolutely nothing in 
the long run for retaining the risks he might shift by 
hedging. Of course, during an advancing market he 
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makes enormous profits; but he suffers corresponding 
losses when the market declines. If he attempts to 
charge for this additional risk, his prices will be higher 
than the prices at which his more conservative competitors 
are glad to sell. The operations of the cotton exchanges, 
therefore, reduce the aggregate gains of middlemen by 
perhaps 50 per cent., the benefit going, of course, eventu- 
ally to the final consumers of cotton goods. The indi- 
vidual middleman loses nothing by this process, as he is 
able with the same capital to do enough more business to 
offset his reduced gain on each separate transaction. 
What the class loses is in its numbers: there will be 
found to be only half as many of them as before. 

Now we find in the cotton speculator a person who per- 
forms a real and very valuable industrial service. Is he 
an entrepreneur? He certainly assumes a considerable 
part of the risk of variation in the selling price of a great 
commodity,—a risk which, when assumed by dealers in 
other commodities, yields them, on the average, a very 
substantial income of profit. Why does not the profit, or, 
at least, a part of it, as in other cases of insurance, follow 
the risk? And how can it be demonstrated that it does 
not? 

The mere speculator in cotton is not an entrepreneur 
so long as he remains a mere speculator, because he has 
not, in buying his “futures,” acquired any ownership in 
any actual cotton, but only a claim to have cotton de- 
livered to him at a certain time at a certain price. When 
such a delivery is made, he becomes an entrepreneur, and 
is sure to realize a gain or suffer a loss independent of his 
gain or loss due to fluctuations of the market. But, 
unless his “future contract” terminates in the transfer of 
real cotton to him, he lacks the ownership which would 
enable him to obtain a profit,—a profit which would ap- 
pear in the price paid by the consumer. But the fact 
that speculators in cotton asaclass get nothing in the 
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long run as a reward for running the risks they assume 
can also be mathematically demonstrated. For every sale. 
on the Exchange there is a corresponding purchase. The 
long and the short side are always equal to a bale. Some 
of the sales, however, are against cottons held by dealers 
or against cottons the planter has or expects to obtain 
from his growing crop. Occasionally, also, a purchase of 
cotton “futures” is made by a spinner as a hedge against 
a sale of manufactured goods, to make which will require 
more cotton than he cares to buy at the moment. There 
is always, however, a large balance of hedging sales over 
hedging purchases. Consequently, when the market 
advances, speculators as a class do make money; and 
holders of hedged cottons forego an equal amount of gain, 
which they would have secured if they had acted less 
conservatively. But, when the market declines, the .proc- 
ess is reversed; and the speculators lose money to just the 
amount that the holders of hedged cottons save. As, in 
the long run, rises in price must exactly equal declines, 
speculators as a class neither make nor lose by their 
operations,* except, of course, the loss of the expenses they 
incur in the conduct of their speculations, such as for 
office rent, clerk hire, and brokerages. There is, of 
course, a class of individuals who acquire fortunes, and 
sometimes very large ones, by speculation on the Ex- 
changes, whose success is by no means due to luck or 
good fortune, but to sound judgment, pluck, and wide 
knowledge both of men and affairs. Their gains are at 
the expense of less able and less well-informed venturers. 
If all speculators were equally well equipped, none of 
them could make any money except as a matter of pure 
luck, as then the price of cotton on the floor of the 

*This is strictly true only under the supposition that on the average as 
much cotton is ‘“‘ hedged against ’’ in rising as in falling markets. As a matter 
of fact, as large stocks depress prices, more cotton is ‘‘ hedged against ’’ in 


falling markets, so that on the whole mere speculators must lose more than 
they gain; but the percentage of loss on their total operations is trifling. 
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Exchange would be exactly what it really ought to be, 
and would vary only on the occurrence of circumstances 
that no one could have foreseen. 

Now I think I have made it evident that Dr. Wood was 
mistaken in his remarks before the American Economic 
Association when he assumed that a theory of profit must 
account for the gains of speculators on the Cotton and 
Produce Exchanges; also, that President Hadley was 
laboring under a misapprehension — very pardonable in a 
professional man—when he implied that these specu- 
lators performed the service of “ carrying goods over from 
time to time.” We have seen that they never possess 
the ownership which would render that possible. To 
“carry goods over from time to time” is, of course, a 
function of the entrepreneur, or enterpriser ; and, whether 
the carrier is a manufacturer, a jobber, a wholesaler, or a 
retailer, he is exercising a useful industrial function, for 
which he rightly receives a composite income of interest, 
wages of management, and profit. He is not a speculator 
at all, in any proper sense of the word, and should not be 
spoken of as such except in that loose use of the term 
which signifies an over-venturesome person. The fore- 
staller, however, although no more a speculator than the 
jobber, stands on a little different footing ; that is, he is 
a jobber who seeks, by “cornering the market,” to add a 
monopoly increment to his legitimate profit. 

The answer, then, to the inquiry of Professor Emery 
contained in the able paper which he read before the 
American Economic Asssociation is that the speculator 
has no place at all in the theory of distribution, or, what 
would be a better name for it, in the theory of productive 
distribution. That theory, as I understand it, has only 
to do with the division of the product among those who 
contribute to its creation, It is concerned only with in- 
dustrial incomes, and does not consider what the recipients 
of income do with it, except, perhaps, so far as their ex- 
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penditure reacts upon their ability to continue their pro- 
ductive activity. If these recipients elect to give away, 
gamble away, or spend foolishly, what they have earned 
and received of rent, wages, interest, or profit, the theory 
of distribution does not have to accommodate itself to the 
explanation of their actions in so doing. 

We have now, I think, attained a position from which 
we can clearly discriminate between the three classes of 
risk-takers,— enterprisers, speculators, and gamblers. All 
of them are actuated by the hope of gain, but differ in 
their grounds for expecting or hoping for gain. The en- 
trepreneur, who is the only assumer of industrial or pro- 
ductive risks, when considering a risk, computes as well 
as he can the actual probability of loss. He then forms 
a subjective valuation of the risk, which is, of course, con- 
siderably greater than the actual risk. The difference 
between his actuarial and his subjective valuation serves 
as the minimum limit of the expectation of profit which 
will induce him to assume the risk. He then secures 
from the person who will be relieved by his assumption of 
the risk as much as he can for assuming it, the maximum 
limit being, of course, that person’s subjective valuation 
of the risk, which must in all cases be greater than his 
own, or no transaction results. The competition of enter- 
prisers among themselves results, of course, usually in the 
enterpriser getting but little more than his own subjective 
valuation ; but a little more he does always get in the long 
run. The essential point, however, is that the enterpriser 
performs a service for which he expects to receive a re- 
ward,— necessarily, from the circumstance of the case, un- 
certain in its amount, or, in other words, a true residue. 

The speculator, on the other hand, does not render, or 
rather does not mean to render, any service to anybody. 
The fact that a speculator on the Cotton or Produce 
Exchange does render a service to society through the 
party he relieves of the risk is, as we have seen, only in- 
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cidental. The speculator on the Stock Exchange, whose 
operations are otherwise similar to his, relieves no one of 
the risk of what the selling price of the product will be, 
as the subject matter of his speculations is not products 
but aggregations of capital that produce products. All 
that the pure speculator has in mind, when he assumes 
a risk, is to back his own opinion. He believes that the 
common judgment of the trade about the real value of 
cotton or wheat or stocks, as expressed in the prices rul- 
ing on the Exchange, is wrong, just as he may believe that 
a certain horse may have a better chance to win a race 
than is expressed by the going odds. Some of these men 
are correct in their estimate of themselves: their judg- 
ment of cotton, wheat, stocks, or horses, is better than that 
of the average man venturing in these matters. These 
men win largely and steadily, but it is only because they 
excel their fellow-speculators. If the average was raised 
to their level, they would have no advantage in specula- 
tion; and they would cease to win with any approach to 
regularity, and in the long run would neither gain nor lose 
by their ventures. Speculation is, therefore, merely a dis- 
_ tributive force, and cannot be brought by analysis within 
theories of the productive forces. 

The case of the gambler differs from that of the specu- 
lator only in this: that his subjective valuation of a risk 
is a negative quantity. The excitement of risk makes it, 
to the gambler, a good in itself, so that, when he believes 
- the chance of winning or losing to be even, he likes to 
take the chance when opportunity offers; and when he 
cannot find an even chance to bet on, without putting 
himself to too much trouble, he will play faro or some 
similar game in which he knows that the chances are 
against him. 

It is curious to observe, however, that the keeper of the 
faro bank, or “banker,” who is often spoken of as the 
gambler par excellence, is not a gambler at all. And 
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the popular diction recognizes this in another common 
form of words. This man is called a “ professional 
gambler,” a “man whose business is gambling.” And 
the popular intuition is correct. The “professional 
gambler” is a business man, an entrepreneur, an enter- 
priser. He assumes a risk, and looks to an undetermined 
residue for his reward. In assuming the risk, he performs 
a service by affording real gamblers an opportunity to 
gratify their passion for excitement and dissipation. The 
fact that the service is disreputable does not affect its 
economic character. 

So long as the above distinctions between the enter- 
priser, the speculator, and the gambler, are not clearly 
apprehended (and that they are not yet so apprehended 
by our leading economists appears very plainly in the 
discussion which followed Professor Emery’s paper at the 
meeting of the American Economic Association), it is not 
to be wondered at that economists shrink from allowing 
enterprise a coequal place alongside land, labor, and capi- 
tal. This natural reluctance, together with the almost 
universal custom of regarding insurance, because a 
definite sum paid for assuming risk, as therefore itself 
the reward for risk, which reward could not on that ac- 
count be an undetermined residue; and the neglect to 
subject the term “co-ordination” to the careful analysis 
which could not have failed to show that “ co-ordinating” 
is only a kind of labor, and not entitled, therefore, to any 
such reward as a profit, because profit and wages are 
fundamentally distinct,— these considérations appear to 
me to afford the probable explanation why the Risk The- 
ory of Profit has met with the cool and half-hearted re- 
ception which has so far been its fate, and have led me to 
ask in this article a reconsideration of the evidence. 


FREDERICK B. HAWLEY. 


q 
| 
| | 


THE CAPITALIZATION OF PUBLIC-SERVICE 
CORPORATIONS. 


EXAMINATION of the statutes and the judicial decisions 
of our American Commonwealths reveals, aside from those 
cases where no definite policy has ever been entertained, 
two distinct theories as to the proper basis for capital- 
ization of corporations. One is that the total amount of 
stock and bonds issued should stand in a definite relation 
to the actual investment of capital in the enterprise.* The 
other is that capitalization should be based upon earning 
capacity alone, let the source of such revenue power be what 
it may,— property, patents, franchises, or mere good will. 
Under the first policy, an enterprise to be capitalized at 
$1,000,000 must represent that sum of money paid in at 
some time, either as cash or as an equivalent in tangible 
property. This is the policy consistently followed in 
Massachusetts, and somewhat less stringently perhaps in 
Connecticut.¢ Five years ago a reform in this direction 
was seriously proposed for New York, although little 
seems to have been actually accomplished. 

The second policy presupposes that, at a market rate of 
6 per cent., an earning capacity of $60,000 per year is 
properly capitalizable at $1,000,000, be the actual invest- 
ment what it may. The franchise or the good will, it is 
contended, can be sold for valuable consideration. In the 
eyes of the law it is property during the period of its life 

* For the purposes of this article both stock and bonds are alike classed as 
capital. Qf. the reasoning in Statistics of Railways in the United States, 1888, 
p. 13. The inclusion of floating debt is variously viewed in different States. 

t In Connecticut, until recently, special legislation, especially in the case of 
street railway corporations, prevailed. For this reason the general laws mean 
but little, save for those traction companies organized since 1893. 

tA special committee of the Assembly reported in favor of limiting eap- 
italization to one and one-half times the cost of construction. 
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at all events.* Even in Massachusetts it is considered 
tangible enough to be attachable for debt.t This second 
policy allows the inclusion of the franchise value — that 
is to say, the surplus earning capacity over a normal 
return upon the investment—in the nominal capital- 
ization. And the limit of issues of stock and bonds is 
fixed only by the amount of such actual or estimated 
earnings, as the case may be. Thus the State Commission 
in 1899 provided for allowance to the street railway com- 
pany of Detroit of $8,000,000 for its plant and of $8,500,- 
000 for its franchise, this latter being merely the capital- 
ization of the surplus earnings.~} Among our American 
Commonwealths the most flagrant examples of unlimited 
capitalization occur under the laws of West Virginia, Del- 
aware, and New Jersey. In the first of these, no limita- 
tion whatever is placed upon stock issues beyond payment 
of a small registration tax. The Delaware constitution 
follows the usual statutory enactment of other States, pro- 
hibiting all issues of stock except for money paid, labor 
done, or property actually received. The absence of all 
administrative control, and the apparent failure of the 
State courts to rule adversely, naturally renders this law 
of no effect. New Jersey has met the issue adroitly.§ 
Its Corporation Act, as revised in 1896, recites that 
“nothing but money shall be considered as payment of 
any part of the capital stock”; except that any corpora- 
tion may purchase property by the issue of securities, in 
which case “the judgment of the directors as to the value 

* Numerous decisions have established this clearly, among them primarily 
that of the Monongahela Bridge Company, 148 U. S. 312; and 144 Pa. St. 365, 
in case of the Mifflin Bridge Company ; and recently in Washburn v. National 
Wall Paper Company, 81 Fed. Rep. 17. 

t Public Statutes, chap. 105, 30-38. Cf. the case of Brokaw Brothers, estab- 
lishing that in private business good will—that is to say, capitalized future 
prospects —is not taxable. Financial Chronicle, lxix. (1899) p. 1086. 

t Street Railway Journal, 1899, pp. 477-483. 

§ The Chicago Banker, i., 1889, pp. 407-411, gives interesting data on the 
history of New Jersey legislation. 


| 
| 
| 
| 
| 
| 
| 


108 QUARTERLY JOURNAL OF ECONOMICS 


of the property purchased shall be conclusive.” The 
status of Maine, formerly a refuge for over-capitalized 
companies, has been recently reversed without modifica- 
tion of its statutes through a decision of its Supreme 
Court. This has, in effect, held stockholders liable as 
against a judgment creditor to the amount of the balance 
of the capital stock at par, over and above the value of the 
tangible property.* This decision, based upon the theory 
that such stock is not yet fully paid up, has already acted 
as a salutary deterrent in many cases. 

The best examples of the effect of the unrestrictive 
policy is to be found in the industrial combinations organ- 
ized in the United States during the last few years. 
Excluding some of the peculiarly speculative ones, thirty- 
nine of the trusts reporting to the expert of the Industrial 
Commission indicate that their property owned is worth, 
even at prevailing high market prices, but 64.42 per cent. 
of their nominal capitalization. It is rare that the pre- 
ferred stock and bonds do not fully equal the value of the 
plant, stock and cash on hand; leaving the huge mass of 
common stock to represent good will or estimated earning 
capacity. Under British company law much the same 
conditions are coming to prevail. Thus the English Sew- 
ing Cotton Company’s capital is atmospheric to the extent 
of one quarter, that of the Cotton and Wool Dyers’ Asso- 
ciation being more than half fictitious.{ That similar in- 
flation in the case of our railroads was formerly the rule 
is equally well known, honorable exception being made of 
a few companies, such as the Lake Shore, Chicago & 
Alton and the Old Colony in Massachusetts.§ It is prob- 

~ — * Libby v. Tobey, 19 Atl. Rep. 904. 

t Bulletin United States Department of Labor, No. 29 (1900), p. 671. Of. 
the cases of the United States Leather Company and the Federal Steel Com- 
pany. In both the preferred stock bought the plants, while the remainder 
went mainly to commissions and promoters’ profits. Bradstreet’s, 1899, pp. 
436 and 531. 

+ Economist (London), 1900, p. 532. 

§ Financial Chronicle, lvii. p. 203; Ix. p. 352; and lxii. pp. 347 and 480. 
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able, however, that in the case of many railroads these 
abuses have of late been somewhat mitigated.* Much of 
the water has been expunged from the poorer roads 
through rigid reorganization in periods of depression, such 
as 1898-98. And, in the case of the stronger ones, the 
properties have been improved from surplus earnings, so 
as to fill out their once too generous allotments of capital. 
This does not seem to be true to an equal degree in Eng- 
land, where over-capitalization of the railroads still seems 
to be on the increase, owing to their peculiar methods of 
finance, of which we shall have occasion to speak later. 

Two arguments in favor of permission to capitalize 
earning capacity or future prospects, rather than mere in- 
vestment, may justly be advanced. One is that in no 
other way can the risks incident to a novel enterprise, 
repelling timid capital, be overweighted by possible profits 
through premiums in the form of securities purchasable at 
a discount. This argument, however, presupposes risk,— a 
condition entirely absent from many of the public-service 
companies, even at the outset of their careers. It also . 
assumes that the persons who take the risk are the ones 
who ultimately reap the rewards, This, also, is a fallacy 
in too many cases; since the capital really risked in the 
plant is often raised on bonds, which receive but a moder- 
ate return, keeping them near par at all times; while the 
speculative profits come to the shareholders who acquire 
the stock for little or who take it for nothing as a reward 
for promotion.t The second argument has somewhat 
more force. Mere plant or dead property becomes profit- 
able only through operation. This requires a quick capi- 
tal in the form of credit or of cash. Without such work- 

*C£. The Chicago Banker, v. (1900) pp. 335-339, 


t Woodlock, in the Engineering Magazine, xi. p. 238. Cf. also Financial 
Chronicle, lv. (1892) p. 1061, comparing the Pennsylvania Railroad and the 
Midland. 

t On the promotion of companies see a note by the present writerin Journal _, 
of Political Economy, viii. p. 535. 
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ing capital, the plant not being a “going” concern loses 
much of its value.* Consequently, it is urged, capital in 
excess of the value of the plant may rightfully be created 
for this purpose, by the sale of stock or bonds. The im- 
portance of this argument in the case of private companies 
cannot be denied. Recent evidence tends to show that an 
amount varying from 15 to 175 per cent. of the value of 
the plant is in most of the industrial organizations de- 
voted to working capital. In fact, one of the powerful 
incentives to the formation of trusts is the desire of the 
individual producers to be relieved from the strain of de- 
pendence upon the banks for their quick capital. A dif- 
ference between the public-service company and a private 
corporation is, however, discoverable in this: that, as a 
rule, the possession of a valuable franchise, attachable for 
debt, as we have seen, is sufficient security to enable 
working capital to be raised by the ordinary means. 

The evils incident to allowing a wide divergence in 
either direction between actual investment and nominal 
capitalization are quite apparent. Among these, as applied 
to public-service companies, the most important of course 
is that all relationship between the charges to the public 
for service and the net profits upon the real capital con- 
cerned is obscured. The actual return upon investment 
can never be precisely determined without an appraisal of 
the property. And, inasmuch as such an inventory sub- 
verts the primary purpose of over-capitalization, it is a 
difficult matter to have it authoritatively taken. The 
case of the Lynn and Boston Street Railway Company, 
now pending in Massachusetts, is in point. Having been 
manipulated under exemption from general statutes to a 

*This point was covered in the recent Newburyport Water-works award, 
to be discussed infra. 

t Bulletin United States Department of Labor, No. 29 (1900), p. 672. Brad- 
street’s, 1899, p. 739, cites two trusts handicapped from failure to procure sufficient 
working capital in this way. See also Papers and Proceedings American Eco- 
nomic Association, 1900, p. 150. 
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high degree of inflation through successive consolidations, 
its directorate now bitterly opposes the attempt of the 
Railroad Commissioners to ascertain the real basis upon 
which its securities rest. This suggests a second funda- 
mental evil of over-capitalization, the absence of all ade- 
quate security,— first, for the creditor, and, secondly, for 
the shareholders,— especially in any terminable enterprise. 
As to the first of these, it is obvious that borrowing capac- 
ity, while dependent upon current revenue for its interest, 
must ultimately rest upon the attachable property for final 
security. And the maintenance intact of this capital — 
too often taken as synonymous with property — is one of 
the leading objects of the law regulating limited liability.* 
As for the possible losses of shareholders in an over-capi- 
talized concern at its dissolution, the danger in most of our 
public-service companies would seem to be remote. For 
the franchise grants to the older companies being per- 
petual, and the growth of population steadily enhancing 
profits, dissolution can never mean more than a resale 
at high prices or merger in a succeeding corporation. 
Only under the newer forms of terminable franchise may 
such loss probably occur to the shareholders, And it is to 
be presumed that they will safeguard their interests, or at 
least should be compelled to do so, by a policy of amortiza- 
tion and of writing off for depreciation. 

The rigid policy of Massachusetts respecting its public 
service corporations is in large measure an outgrowth of 


*The inadequacy of the law to prevent dividends*paid at the expense of 
capital, especially in England, is well described in the Economic Journal, x. 
(1900) p. 9; and the Economist, 1888, p. 407, and 1890, p. 919. Dicksee, Audit- 
ing, is also very good. Where the law permits the bonding of an enterprise up 
to the full amount of the capital stock, security for this indebtedness can only 
be attained by keeping capitalization well within the value of tangible plant. 
The stricter Connecticut and Nebraska laws, limiting bonded debt to one-half 
and two-thirds of the capital stock respectively, would seem, from the credi- 
tor’s view-point alone, to permit of a greater latitude in this respect. 


+ On the practice of English companies, liable to purchase by the munici- 
palities, see Economist, 1898, p. 349. 
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its herec*tary policy towards the domestic railroad com- 
panies, somewhat halting at first, but afterwards clearly 
defined by its eminent board of Railroad Commissioners. 
The corporate evil of railroad stock issued merely as a 
bonus to stimulate the sale of bonds which are in them- 
selves sufficient to defray all expenses of construction has 
never been tolerated. Its railroads have to a greater ex- 
tent than in any other State, perhaps, been built by sales 
of stock rather than of bonds, such stock being marketed 
at a respectable percentage of its face value. The result 
has inevitably been that, with the assured success of the 
enterprise, the stock has risen far above par instead 
merely, as when issued as a bonus to bond purchasers, of 
rising towards par. The consequence has been that, with 
prosperous roads like the Boston & Albany, frequent 
applications arise for right to issue new stock to keep pace 
with growing value of the plant. And the resultant anti- 
stock-watering agitation has kept the matter before the 
public. The focus of attention of late years, however, 
has shifted to the gas, electric, and street railway com- 
panies. The most explicit statement of policy, crystal- 
lized into law, is found in the anti-stock-watering laws of 
1894 and 1896.* 

The effect of the conservative policy in Massachusetts 
appears in the accompanying table representing the capi- 
tal stock and funded debt of various street railway com- 
panies. In no type of public service corporations have 
the evils of over-capitalization been pushed to greater 
excess than in the case of this class of corporations. 
Several causes seem to have co-operated to bring about 
this result. In almost all our cities, profits dependent 
upon gratuitous franchise grants have almost in a night 
become so large as to require concealment. Then again, 
the progress of the industry has been so rapid since the 
first electric street road was operated in Richmond, little 


* Acts of 1894, chaps. 350, 450, 452, 472 ; and of 1896, chap. 473. 
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more than a decade ago, that revolutionary changes in 
equipment have been necessary. These, in turn, have in- 
vited financial manipulation at each turn-over and re- 
placement, just as we know that discoveries of new means 
of gas manufacture have opened the way to inflation.* 
And, finally, the rapid growth of urban centres has in 
itself compelled a great extension of track and of ser- 
vice leading to pooling and consolidation, with all their 
attendant opportunities. We may instance the Chicago 
street railways as a case in point, with their more than 
doubled mileage from 1886 to 1896, each mile of track 
having increased, moreover, in average capitalization from 
$66,000 to $126,000.7 


CAPITALIZATION PER MILE OF TRACK, 1899. 
STOCK AND FUNDED DEBT. 
(Street Ratlway Journal, October, 1899.) 


New York elevated railways. . ...... . . « « 662,520 
Chicago street railways . ....... + + « « « 118,884 
Chicago elevated railways ...... .. . « 878,281 
Berlin street railways . . . . «© «© © «© « « 674,708 
Brooklyn street railways . . . . . . «© « « « « 119,072 
Philadelphia street railways . . . . .... « 265,510 
Liverpool street railways . . . 
Boston street railways. . . . 
Glasgow street railways . . ..... + « 64,866 
St. Louis street railways . . . © « «© « 906,644 
Cleveland street railways... . . 96,585 
(Massachusetts Railroad Commissione?s, 1898.) 
Massachusetts street railways . . .... + + + $46,600 
New England street railways ........ . . . . 49,500 
New York State street railways ........ . . 177,800 
Pennsylvania street railways ...... « 128,200 
United States street railways . ....... 94,100 
Great Britain street railways ... . « 


* Quarterly Journal of Economics, xiv. (1900) pp. 509-536. 
+ Illinois Bureau of Labor Statistics, 1896, on ‘‘ Franchises and Taxation,” 
p. 48, 
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(Eleventh Report Statistics of Railways.) 
United States steam railroads . . $60,000 
New England States steam railroads. . ........ 60,000 
Middle Atlantic States steam railroads . . ....... 111,000 
Southern States steam railroads . 45,000 


Scanning this table, the relatively low capitalization of 
the Massachusetts and New England companies stands 
forth clearly, especially in contrast with those of New 
York and Pennsylvania. St. Louis heads the list, with 
the extreme case of a capitalization averaging five times 
that of the steam railroads of the United States.* Phila- 
delphia and New York are not far behind in this regard. 
Nor can it be admitted that the service is less efficient 
in Massachusetts than in either of the other cases. Even 
for New York State as a whole, with a goodly proportion 
of suburban roads, which, of course, lower the average, 
the capitalization is three times that of the steam roads 
of the country at large, and 50 per cent. greater than that 
of the railroads in the Middle Atlantic States.{ It is 
probable that the average for Massachusetts and New 
England is somewhat depressed by a relatively greater 
proportion of purely suburban lines, built at minimum 
cost. The same factor of low cost also explains in some 
measure the relatively low capitalization of the European 
roads. Many are still operated by horse-power or by 
light electric service, so that comparison with our own 
country is largely vitiated thereby. 

That the policy of Massachusetts in attempting to keep 
capitalization down to actual investment has been fairly 
successful is attested also by a second table, which com- 

*See Report of the Missouri Commissioner of Labor, 1896, for history of this 
company. 

t See the extended tables of financial characteristics in the Street Railway 


Journal, October, 1899, pp. 680-684, as also the Report of Special Committee of 
the New York Assembly upon Municipal Ownership of Railroads, 1896. 


Cf. Report of the Massachusetts Committee on Relations between Cities and 
Towns and Street Railway Companies, 1898, p. 37. 
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pares for Massachusetts the sworn returns of cost with 
those of capitalization. 


COST AND CAPITAL INVESTMENT PER MILE. 
(Massachusetts Railroad Commissioners, 1897.) 


Construction. Equipment.| | Total. | Capital. 

Massachusetts, 1887 . | $17,600 $8,300 | $9,700 | $35,600 | $32,700 
6, 11,700 | 15, 54,000 

“ 1896 .| 23,400 9,800 | 12,800 | 46,000 | 46,400 
West End Co., 1896 . $56,600 39,800 | 96,400 | 100,700 
Worcester Co., 1896 . 41,500 6,500 | 48,000 | 45,000 
25,000 8,800 | 33,500} 31,000 
23,700 9,400 | 33,000 | 31,000 


The agreement between the last two columns, for a few 
companies chosen from a long list, as typical of varying 
conditions of service, is as close as need be. Discrepan- 
cies, where they occur, tend rather to excess of tangible 
assets over capital liabilities than the reverse.* Assum- 
ing the maximum cost of a street railway adapted for 
heavy service, and exclusive of real estate holdings, to be 
not far from $65,000 per mile, the immense over-capitali- 
zation of surface roads in other parts of the country be- 
comes at once apparent. 

The regulation of the capitalization of gas and electric 
light companies in Massachusetts has not been less effec- 
tive in this direction, dishonorable exception being made 
lately of the city of Boston. Judging by the latest re- 
turns, the majority of the larger companies show a surplus 
of tangible assets over stock and bonds of from one-third 
to one-half of their total capital. Thus the Cambridge 
Company, capitalized at $700,000, has a surplus of 
$358,000; Fall River, capitalized at $450,000, surplus 
$160,000; Lowell, capital $500,000, surplus $334,000; 


*Certain cases occur, as of the West End Company, now leased to the 
Boston Elevated Railroad. Cf. Report Massachusetts Railroad Commissioners, 
1898, pp. 140-155. The first lease proposition was revoked because the capital- 
ization was $26,340,000, while the plant was worth but $25,600,000. 
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and so on.* The old Boston Gas Company, capitalized 
at $2,500,000, actually paid taxes upon $4,129,000, so 
completely was it swamped by a huge surplus.| The 
aggregate balance sheets of all companies in the State in 
1899 showed a total capital of $24,878,000, with a surplus 
of assets over and above this of $8,115,000, upwards of a 
million dollars being charged to reserves and depreciation 
at the same time.f In fact, exclusive of Boston, the main 
problem for the gas companies was as to the proper dispo- 
sition to be made of these surpluses, as we shall see. The 
contrast with the situation in New York is adequately il- 
lustrated by the facts in that city in 1885, when, with a 
property worth not over $20,000,000, the Consolidated 
Gas Company was capitalized at $45,000,000.§ 


Assuming that the conservative policy of strict limita- 
tion of capitalization, as exemplified in Massachusetts, is 
the safer one in the case of public-service corporations, we 
are at once confronted by a perplexing question: What 
should be the standard by which the proper volume of 
stock and bonds is to be measured? A number of pos- 
sible ones suggest themselves. Among these, we may 
profitably consider, in turn: first, the total original cost 
or actual investment from the outset; secondly, the repro- 
duction cost of the plant under present conditions; 
thirdly, the “structural value,”— value, that is to say, for 
service and wear, irrespective always of earning capacity ; 
and, in the fourth place, market value, or the price obtain- 
able at open sale. To show how widely different these 
may be, we may cite the leading case of the Interstate 

* From Investigation of Boston Gas Companies, Committee on Manufactures, 
March, 1900, tables presented by G. W. Anderson. (Pamphlet.) 

es Academy of Political Science, May, 1900, 
p. 41. 

} Fifteenth Report Gas and Electric Light Commissioners, 1900, p. 97. 
§ Report Special Senate Committee to investigate the Supply of Gas in New 
York, 1885, p. 12. 
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Consolidated Railroad Company.* Operating both in 
Rhode Island and Massachusetts, it had obtained a charter 
from the former State, with the right to issue stock and 
bonds to the amount of $650,000. It then applied to the 
Railroad Commission for authority to issue this amount 
under the Massachusetts charter as well. The original 
capitalization of a defunct predecessor had been $875,000, 
of which only about $470,000 represented the actual 
investment, the remainder being water. Owing to the 
fall in prices of electrical equipment, it was estab- 
lished that the plant could be duplicated for about $400,- 
000. Its present structural value was estimated to be not 
over $255,000, while the price paid for it at public auction 
by its then present holders was $152,000. Excluding the 
possible basis of capitalization upon earning capacity, 
which ranged upon estimate from nothing to $900,000; 
which of these other standards, between $470,000 and 
$152,000, ought rightly to be applied? This particular 
case happened to be simplified by a late change of own- 
ership at forced sale, through which the actual capital 
invested in the enterprise by the petitioners was known. 
This being shown, with immediate improvements pro- 
jected, to amount to $317,197, the board authorized a 
capitalization of $317,200 in conformity thereto. Had 
the case, as in ordinary practice, been one of petition for 
new capitalization by the original company, the decision 
would have been less easy. 

It would seem as if, in an enterprise, still in the hands 
of its projectors, the original and total cost might be a fair 
criterion for capitalization. Such would seem to have 
been the norm first adopted in Massachusetts, ‘As the 
established rule of our law, the capital stock of every 
business corporation must represent the cash actually con- 
tributed by its stockholders,— no more and no less.” ¢ Or, 

* Report Massachusetts Railroad Commissioners, 1896, pp. 165-172. 
t Ibid., p. 171, 
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quoting from a private letter from one of the Railroad 
Commissioners in Connecticut, “‘ The capital in an enter- 
prise is the amount put into it at the time when the enter- 
prise was initiated ; although it would cost less to embark 
in the same undertaking to-day.” The latest revision of 
German company law follows this policy also, in allowing 
all property to be taken at cost price, minus deprecia- 
tion, notwithstanding the fact that its actual value is 
less.* There are many valid objections to this rule. The 
State cannot permit the capitalization of dishonesty, of 
extravagance, or of incompetence; nor can it permit the 
burden of obsolete industrial processes or administration 
to be laid upon future generations. Capital may have 
been needlessly wasted, as in the case of many Western 
railroads, through construction companies,t or as in the 
recent scandalous electricalization of the Third Avenue 
Railroad in New York City. Legitimate expenses of 
incorporation may be very heavy, as in England; or large 
expenditures for entirely improper purposes, as in “ kiss- 
ing” bills through legislatures, may have been made. The 
money may have been actually expended by the promoters, 
as Jacob Sharp undoubtedly paid many hundred thousand 
dollars in 1883 for the franchise of the Broadway Surface 
Railroad Company.¢ This represents real capital in- 
vested. Had it been legitimately spent in openly bidding 
for a franchise, its capitalization might have ensued with- 
out question. Or, again, consolidation of various com- 
panies, necessary for unity and efficiency of service, may 
perhaps be attainable only through purchase or control of 
contributory or supplemental systems. These are to be 

* Economic Journal, x. p. 13. 

t The deviee of the construction company is still utilized for evasion of strict 
capitalization laws. ‘Two companies have been privately cited to me in which 
the actual cost of installation to the construction companies, which were 
identical in personnel with the parent corporation, were $62,000 and $211,000 
— The contracts for this work were let, however, at $100,000 and 

¢ An excellent account is given in Municipal Affairs, iv. (1900) pp. 139 et seg. 
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had only at an exorbitant price. Such, for example, has 
been the case in most of our large cities, where fancy 
prices have been paid for local companies; such prices 
being far above any actual franchise value based upon 
future earnings. An earnest advocate of street railway 
interests naively observes in extenuation of the admitted 
fact of over-capitalization that the present high valuation 
is probably not in excess of the cost of equipment plus the 
cost at the present time of purchasing the rights of way.* 
Such expenditures may be the necessary forerunner of 
successful operation. Shall a return upon them as capital 
stock be denied? This cannot be done so long as the 
criterion of original investment obtains. 

These fundamental objections against original invest- 
ment as a basis for capitalization have led to general ac- 
ceptance of the cost of present reproduction in its place. 
This is the norm usually accepted by judicial appraisers, 
as in the recent case, still pending in the courts, concern- 
ing purchase by the city in 1895 of the Newburyport 
Water-works.t It seems to have bean adopted also in 
appraisal of the Milwaukee street railroads in 1898 as well 
as in Detroit.{ It is the one recognized by the Massachu- 
setts Railroad Commissioners in their regulation of capital- 
ization.§ The Gas and Electric Light Commissioners in 
the same State also adhere to it closely in fixing the price 
of product. This is plainly evidenced in the case of the 
Brockton Gas Company in 1895. The board ordered a re- 

* Street Railway Journal, 1897, p.212. German company law applies well 


here in prohibiting the charge to assets of any item above cost price. Thus, if 
it cost nothing, it must not be allowed to swell the capital account. 

t Bill of Complaint, {in case of Newburyport Water Co. v. Newburyport, 
United States Circuit Court, District of Massachusetts, No. 924, p.12. Also 
raised in the case of Mifflin Bridge Company, Pa. St. 144, p. 36, where, the 
bridge being swept away while the case was pending, the cost of its duplica- 
tion became involved. 

t Street Railway Journal, 1898, p. 397, and 1899, p. 480, 

§ Cf., for example, the West End Street Railway lease in Boston. Massa- 
chusetts Railroad Commissioners, 1898, pp. 140-155. 
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duction of price, maintaining that the company was justi- 
fied in earning dividends only upon the cost of duplicating 
the plant. In the words of the decision, “The profits of 
companies supplying this kind of public service must com- 
pare favorably with those which a new company might 
need to pay a fair dividend when fully equipped to render 
the same service.”* Such is the apparent intention of 
the laws in most States which make any attempt at regu- 
lation of this sort.t 

It is apparent at once that this substitution of duplica- 
tion price for original investment shifts the base entirely ; 
inasmuch as prime cost bears no necessary relation what- 
ever to present value, even supposing the investment to 
have been wisely and properly made. Recent as the 
trusts are, twenty-four of those reporting to the Indus- 
trial Commission state the original cost of their plants to 
amount to 78.22 per cent. of their nominal capitalization, 
while the cost of reproduction amounted to only 64.42 per 
cent. of the same.{ The divergence between the two is 
of course most notable in the case of those businesses in 
which methods and processes are rapidly changing. The 
electrical industries, characterized by a rapid fall in the 
costs of equipment since 1893, will serve as examples. 
Electric motors, costing perhaps $2,850 in 1891, may be 
replaced to-day in greatly improved type for perhaps one- 
third of that price. Instances may be cited where the en- 
tire cost of a suburban street railway has decreased from 
$35,500 in 1892 to $22,600 per mile in 1899.§ Equally 
great have been the changes in cost of plant to the elec- 
tric lighting companies, entailing serious problems of 
regulation of capitalization and of price for the Massa- 


* Eleventh Annual Report, p. 14, cited by J. H. Gray in Quarterly Journal 
of Economics, xiv. p. 531. 

tC£. Bulletin Department of Labor, No. 29 (1900), p. 670. 

t Ibid., p. 671. 

§ Street Railway Journal, 1898, p. 381, and 1899, p. 402. 
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chusetts Gas Commissioners.* The steady fall in the du- 
plication value of these plants has, on the strictest inter- 
pretation of the Massachusetts policy, amounted virtually 
to an impairment of capital, due, however, to no fault on 
the part of the companies themselves. And it has greatly 
hampered them in the acquisition of new capital for addi- 
tions to the plant. The public convenience in the matter 
of extensions of electric lighting must have suffered 
severely, had not the companies been allowed greater lati- 
tude than the original statutes apparently contemplated in 
this regard. As a rule, they have been granted time in 
which, by retrenchment and reduction of dividends, this 
deficiency may be remedied. On the other hand, the 
movement of prices oftentimes becomes of advantage 
to companies desirous of swelling their capitalization. 
Thus a street railway equipped with steel rails during 
the industrial depression of 1893-98 at $22 a ton may 
now find this portion of its property appraisable at upwards 
of $35 per ton or presently dropping again to the new 
price for 1900 of $26 per ton. Here is a distinct fluctua- 
tion of more than a third in the value of tangible property 
upon which capitalization may be based, according to the 
law.t Nor does it seem to be possible for the Railroad 
Commissioners to deny the rightfulness of such a demand. 
Cases are on record, even, where changes of price between 
the time of purchase of equipment and of application for 
issues of stock with which to pay for it have been taken 
into account, so strictly is the statute interpreted. 
Corroborative proof of the strictness of the Massachu- 


* See, for example, their Fifteenth Annual Report, 1900, pp. 22, 29, and 32. 


+ The analogy to the case of a trust company whose capital is invested in 
securities of fluctuating value is close. Cf. the English case of Verner v. General 
and Commercial Investment Company, cited in Dicksee, Auditing, p. 467. See 
also Economist, 1900, p. 147, and 1890, p. 1504. 

t In Connecticut, where greater reliance upon original investment seems to 
be placed than in Massachusetts, the only case where cost of reproduction is 
taken into consideration is in case of petition for an issue of bonds, which under 
the law must never exceed one-half the cost of construction and equipment. 
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setts policy is shown in another way by the table on page 
115. Comparing the returns as to tangible assets for 
Massachusetts as a whole, year by year, a steady increase 
in valuation is shown from 1887 to 1893, while thereafter 
an equally noticeable decline is apparent. The cause of 
this is obvious. The year 1887 marks the early stage of 
electrical operation, with a low average due to the inclu- 
sion of many horse roads and a light electrical equipment 
at best. Down to 1893 a phenomenal development of elec- 
tricalization ensued, with high prices, due both to great 
demand and to costly and cumbrous modes of manufact- 
ure. Since 1898 the effects of industrial depression upon 
prices, the satiation of the demand for electrical trans- 
formation, and a notable economy in manufacturing 
processes have all combined to reduce the expenses of 
construction and equipment. Note, then, the close corre- 
spondence between this phenomenon and the average cap- 
italization, as shown in the last column. The notable 
decrease is not due to the expulsion of water, but merely 
to a required conformity of capitalization to value. Such 
a showing, it is believed, would be impossible under the 
laws of most of our Commonwealths. 

Peculiar difficulty is presented in the case of systems 
transformed from horse to electric motive power. Almost 
none of the public-service corporations, until recent years, 
seem to have written off any annual amount for deprecia- 
tion. Mere maintenance, entirely distinct from deprecia- 
tion, has generally, though not always, been provided 
for out of current revenue; but nothing further has been 
covered. As a result, the suddenly imposed necessity 
of entirely transforming the old plant into scrap, and 
equipping the system anew, offered a great opportunity to 
the capitalist. To the original capital, now extinct as far 
as tangible plant is concerned, could be added the entire 
cost of electricalization. Such was, indeed, the common 
practice ; and much of the flagrant over-capitalization of 
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street railways can be ascribed to this fact. On any 
theory of original investment as a base of capital, it is at 
first sight not easy to contest the policy.* 

The leading case of the so-called “ Milwaukee four-cent 
fare” decision raised this issue.t The constitutionality of 
an ordinance reducing fares from five to four cents was 
in question, under the Fourteenth Amendment to the 
Constitution; and the court was called upon to decide 
as to the real value of the plant of the street railway com- 
pany, irrespective of its fictitious capitalization of $15,000,- 
000. Counsel for the city contended that the cost of re- 
production at present prices, not the original investment, 
should be considered as a dividend base. To this objec- 
tion was properly made that to disallow all costs of origi- 
nal installation, forcing thereby capital to attend upon 
industrial and price stability, would be to put a severe 
penalty upon enterprise. And in this particular case, to 
the reproduction value of the plant of $5,000,000 was al- 
lowed an addition of $2,000,000 for “costs of pioneering.” 
Adding to this the capitalization of the surplus earnings 
as a measure of the purchase value, decision was rendered 
that a four-cent fare yielded an inadequate return; and 
the ordinance thereupon was set aside. 

The practical rule of appraisal generally adopted is, as 
we have said, to estimate the value according to cost of 
reproduction. From this, however, in order to determine 
the structural value,—that is to say, the “fair value for 
the purposes of its use,”—an allowance for depreciation 
must be made.{ This must be sharply distinguished from 

*Cf. Report of Bureau of Labor Statistics, Illinois, 1896, p. 54, on Chicago 
experience; as also New York Report on Municipal Ownership of Railroads, 
1896, pp. 1851 and 1865. 

+ Street Railway Journal, 1898, p. 397. Of. also Municipal Affairs, iv. 
(1900) p. 212. 

tConsult E. Mathieson, The Depreciation of Factories, third edition, Lon- 
don, 1893; and L. R. Dicksee, Auditing, third edition, London, The Massa- 
chusetts Municipal Ownership Act requires depreciation to be charged off at 
5 per cent, annually, 
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allowance for expenses of maintenance,—a distinction 
often lost sight of in practice. Depreciation is entirely 
different from loss through “wear and tear.” No matter 
how thoroughly in repair a plant may be kept, under 
modern industrial conditions it is bound to require entire 
reconstruction within a calculable time. This time may 
vary from a very few years in the case of gas retorts, 
through ten or a dozen for street railway road-bed, and 
up to fifty years for buildings and permanent structures. 
The necessity of ultimate reconstruction or replacement 
is the same in any case. 

The English courts have never recognized the economic 
law that capital must ultimately be replaced from profits.* 
Not until 1878 was the principle recognized in the assess- 
ment of the English income tax. Prior to that time the 
only deduction from gross income allowed was the average 
actual expenditure for repairs. A test case then showed 
the necessity of an additional “just and reasonable de- 
duction” for depreciation. The gas companies in this 
country seem to have had the facts of depreciation, as 
distinct from maintenance expenses, impressed upon them 
by long experience ; although in Massachusetts a plethora 
of reserve funds has been the rule by reason of the strict 
regulation of stock issues. From the statements of twelve 
of the largest gas-works in the United States, the charge 
to depreciation far outweighs that for maintenance and 
repairs.¢ On the other hand, it may be stated with cer- 
tainty that until 1895 almost none of the electric surface 
roads set off any proportion of profits for this purpose.f 

* Cf. article “Capital” in Palgrave’s Dictionary of Political Economy. 
Many additional cases will be found in Dicksee’s Auditing. 


t Fourteenth Report United States Department of Labor, 1899, p. 387. Cf. 
the excellent paper on ‘“‘ Depreciation in Gas Works,”’ by H. S. Chase, in The 
Public Accountant, Philadelphia, 1900. (Reprint.) 

t Ninth Report Bureau of Labor, Illinois, 1896, p. 56; and Street Railway 
Journal, 1899, p. 403. Consult “‘ How to determine the True Net Earning Power 
of Street Railway Properties” in Street Railway Journal, xvi. (1900) pp. 246-250, 
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The necessity for such a charge to “deferred operating 
expenses” formed an interesting element in the Mil- 
waukee four cent fare decision above mentioned.* It ap- 
peared that the company until 1896 had made no deduction 
from gross income for depreciation of the plant. The city, 
therefore, seeking to establish the fact of exorbitant earn- 
ings at the former five-cent rate, sought to compel estimation 
of these net earnings strictly according to the company’s 
books. The court, however, was constrained to admit the 
patent fact of depreciation, despite the absence of any 
writing-off for this purpose by the company; and it was 
allowed that operating expenses ought really to have been 
a quarter more than they had been made to appear.t 
Since this time the almost universal foreign practice of 
creating a special depreciation fund or of carrying reserve 
or suspense accounts, has been generally adopted. 

It is difficult to excuse this hap-hazard sort of finance 
on the part of American street railways. Even in Mas- 
sachusetts they have gone bravely on, reporting a steady 
decrease in the proportion of operating expenses to gross 
income,— from upwards of 81 per cent. in 1888 to 68.2 per 
cent. in 1899. With sounder financial methods, this 
proportion of operating expenses to gross income perhaps 
ought to be now apppreciably higher. Failure in earlier 
days to reckon with this factor is probably due to imita- 
tion of the financial methods of the steam roads. So long 
have these been in operation that American experience 
for an adequate discussion of this. As also on reserve and suspense accounts in 
Tbid., 1898, p. 796. 

* Supra, p. 123. 

+The Milwaukee company’s accounts are now models in this respect. 
Street Railway Journal, 1899, pp. 351 and 369, The experienee of the West 
End Railway (Boston) is a case in point. Within six years after the installation 
of an entirely new nine thousand horse power electric plant, the entire station 
was remodelled at an expense of $500,000, merely to substitute direct driving 
engines for power transmission by belts. 

t Report Massachusetts Railroad Commissioners, 1900, p. 74. Cf. Street 
Railway Journal, 1897, p. 214, commenting upon this, 
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has accurately distributed the proper annual expenditure 
for repairs, maintenance, and reconstruction, necessary to 
perpetuate the plant in full efficiency upon a cost of 
reproduction basis. On European roads the accounts are 
differently kept. Betterment through reconstruction is 
more commonly charged to fresh capital account rather 
than to current operating expenses. Yet the practice of 
keeping distinct accounts with depreciation is said to be 
general. 

Thus far we have spoken of depreciation as applied to 
deterioration or supersession of physical plant. Deprecia- 
tion, or rather perhaps amortization, as it might more 
properly be called, due to a limited franchise life, is of 
a different sort. The Massachusetts policy, however, 
not permitting the capitalization to include any franchise 
valuation, avoids this difficulty altogether. 

We may dismiss the final criterion of capitalization, 
according to market value, with a few words. In the 
first place, such market price bears no relation to the 
value of the plant “for the purposes of its use,” so long 
as it is in successful operation. And, even in those cases 
where subsequent sale may have been contemplated, 
such a sale, in absence of a continuous open market, 
might take place at an absurdly low figure under pres- 
sure. Thus the Massachusetts Railroad Commissioners 
refused in the case of the Interstate Railroad Company, 
above mentioned, to consider the auction price as any fair 
criterion even of structural value. And, on the other 
hand, such market price, if it be computed upon the 
price of securities, can never make distinction between 
the value of the plant and the worth of the franchise. 
This, in Massachusetts at least, where no value in the 
franchise is ever allowed to enter into capitalization, 
means that the franchise rights merely enhance the market 
price of the existing issues based upon real property. To 
allow this market price of securities to enter, even re- 
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motely, into any calculation of property value, would ob- 
viously be to overset the restrictive policy entirely. 


The problem of legally restricting the capitalization of 
an old-established corporation is essentially different from 
that of controlling the organization of a new one. In 
order to elucidate this, we must consider separately some 
of the means by which the volume of corporate securities 
is increased during the life of the companies. Probably 
the commonest of these is by the payment to shareholders 
of so-called stock dividends. These consist either of an 
outright bonus of new shares of stock or bonds; or, in a 
mitigated form, as stock sold below par or at less than 
market quotations, Such “melon-cutting,” in the par- 
lance of Wall Street, may range as high as 100 per cent., 
as in the Adams Express Company dividend of 1898. The 
notable Boston & Albany distribution of State stock in 
1882 is a familiar example. This crudest form of infla- 
tion of capital, whether up to or beyond the increasing 
value of the plant, is the easiest to control directly. And 
statutory prohibition of the issuance of stock at other than 
a price fixed at public sale would seem to be easily en- 
forceable. 

Another somewhat more subtle mode of accommodation 
of capitalization to enhanced revenue potential, since it 
may not really augment the volume of securities out- 
standing, is to substitute stock issues for funded debt. 
The tendency in this direction seems to be very marked 
at the present time among the strongest of the American 
railroads, such as the New York Central, the Pennsylva- 
nia, the Central of New Jersey, New York, New Haven 
& Hartford, and others.* In some of these, outside of 
Massachusetts, the primary motive would seem to be to 
take advantage of rights to issue securities at par, where 

*Cf. Bradstreet’s, xix. p. 356, and xxi. p. 163, The Delaware & Hudson 
controversy is interesting in this connection: Ibid., xxii, p. 227. Cf. also Ibid., 
xv. p. 534, on reorganizations. 
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market value is high. But in addition there would seem 
to be the advantage of great elasticity in future dividend 
possibilities, within the same limits of total capitalization. 
Thus a substitution of possible 8 per cent. stock for 
present 4 per cent. bonds clearly permits of the absorp- 
tion of greater earnings to be derived in future. The 
advantages of stock issues over bonds in the way of elas- 
ticity downward, is, of course, always to be added; as 
they permit of a cessation of dividend burdens during 
periods of depression. Probably for this reason the ten- 
dency of most reorganization schemes seems to have been 
in the direction of retirement of bonds in favor of stocks. 
This mode of substitution is, however, clearly confined to 
those companies whose finances are in such excellent con- 
dition that their stocks will sell above par. To substi- 
tute stocks, which can only be placed on the market at 
ruinous discounts from par value, for bonds,— which, 
being well secured legally, are quoted much higher,— 
would seem to be bad finance. Ability to increase capi- 
talization by stock issues to advantage may in general be 
taken as evidence of prosperity. The only efficient safe- 
guard for public interests in such cases would seem to be 
through the right of approval exercised by an able ad- 
ministrative commission, where consent should be re- 
quired prior to all such substitutions. 

The gradual accumulation of a surplus, either by good 
management or by exceptional opportunities, followed by 
a petition for its capitalization into stock or bonds, con- 
stitutes one of the most troublesome problems in any 
attempt at strict regulation. For, as will readily be 
observed, in so far as such a surplus — either in the form 
of cash, of securities of other companies, or of additions to 
the original plant — represents augmented investment, it 
would seem to offer a proper basis for addition to capitali- 
zation. It cannot be denied that in this case the property 
has enhanced in value. Unfortunately for the company, 
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however, a surplus stands too often in the public eye as 
witness to abnormal and undeserved earnings in the past. 
In those Commonwealths which once provided in their 
early railroad charters for escheat to the State of all earn- 
ings in excess of a certain amount, usually 10 per cent. ; 
or those, like Massachusetts, which under the recent law 
of 1898 provide for a special tax upon dividends of street 
railways in excess of 8 per cent., such a surplus may denote 
an actual evasion of legal liabilities.* To permit such 
deductions from dividends in earlier years to be capital- 
ized at a later date would seem to be, indeed, a flagrant 
subversion of public policy. On the other hand, in many 
cases the surplus may not represent undeserved earnings 
or concealed profits. It may be due to enhanced values 
in right of way, or in investments, whether of real estate 
or in securities of other companies; thus in no wise indi- 
cating an excessive burden upon the consuming public. 
Even more difficult of just determination, such surplus 
may be entirely due to exceptionably able business man- 
agement by which, even with low rates to the public, 
economy has come to its deserved fruition. To deny 
the right to capitalize such accumulated earnings is to 
penalize enterprise and to discourage economy; neither 
of which, certainly, is consonant with wise public policy. 
As illustrative of the difficulties presented by the above- 
described situation, we may instance the recent case of the 
Haverhill Gas Company in Massachusetts. The capital- 
ization of this company —originally, in 1871, fixed at 
$75,000 — was not increased through years of prosperity, 
until a surplus amounting to nearly $300,000 had been 
accumulated. This existed, not as cash or securities, but 
in the form of plant; that is, in new buildings, enlarged 
retorts and reservoirs, extensions of mains, and the like. 
The surplus, moreover, far from being the result of extor- 


* The pending suit of the State of New Hampshire against the Manchester 
& Lawrence railroad is a case in point. 
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tionate rates for gas, was largely due to exceptional man- 
agement. This point must be strongly emphasized ; for it 
constitutes the novel element in the case. For years the 
rate of $1 or $1.10 per thousand cubic feet had prevailed, 
—a rate recently obtainable only in the metropolitan 
centre of Boston, and appreciably below that customary in 
other neighboring cities of equal size. The situation was 
complicated by the attempt of certain foreign capitalists 
to water its stock through a lease to a finance company. 
With this phase of the matter we shall have to do later. 
For the moment we have to discuss merely the justice 
of allowing the company directly to realize some return 
upon these accumulated earnings, through an increase of 
its capitalization, up to the structural value of the plant. 
The Gas Commissioners ordered the price of gas reduced 
to 80 cents, upon petition of the mayor and others, who 
asked that it be fixed at 70 cents. This figure, it was 
estimated, would enable the company to pay 8 per cent. 
dividends upon its original capital, carrying nothing 
further to surplus. Similar standards, according to the 
showing of the petitioners for reduction, would give prices 
per thousand in other cities as follows: Cambridge, $1.02; 
Fall River, 94 cents; Lowell, 87 cents; Springfield, $1.08 ; 
and Worcester, 91 cents.* All of these, as will be noted, 
are very much above the Haverhill rate. 

The argument of the advocate of restriction is to the 
effect that, even granting the surplus to be a reward of 
economy and efficient management, and not of extortion, 
this surplus belongs to the public. It should be regarded 
merely as a deferred dividend, which reaches the people 
in instalments, through the low price of gas which the 
greatly improved plant makes possible; in other words, 
that municipal ownership of the plant has really ensued, 
leaving it to be operated, however, by a private company 

* Investigation of Boston Gas Companies, Committee on Manufactures 
March, 1900, tables presented by G. W. Anderson, p. 10. (Pamphlet.) 
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for the fixed rental of 8 per cent. To this contention, 
answer is made that the argument fails, both theoretically 
and practically. From the former point of view alone, it 
is defective, in that it strikes at the root of all enterprise. 
It confounds this present case with those in which the 
surplus is a result of exorbitant charges or of deficient 
service. Its effect would inevitably be to give support 
to mediocrity of management alone. It is absolutely at 
variance with the theory that profits form no part of 
price. For although no direct condition of competition of 
plants may exist, there being municipal monopoly; yet, 
the purview of the public being made State-wide through 
public reports, competitive price conditions prevail, nev- 
ertheless. All reward beyond the normal return upon 
investment being denied to extraordinary economy and 
ability, no incentive to improvement of service would 
longer exist. Such extensions and improvements must, 
however, continually be made in the interest of the public. 
And herein the practical weakness of too restrictive a 
program appears. Denied the incentive to accumulation 
of surplus through economy,— that is to say, discouraged 
from making additions to the plant necessary for im- 
proved service out of operating expenses,—the way is 
always open to acquire new capital for the same purpose, 
by an increased issue of stock or bonds. Is it not better 
that this new capital should be produced from within, 
allowing the company some participation in the profits 
through a moderate capitalization of its surplus, rather 
than that all expenditure for improvement should come 
from without, thereby saddling upon the consumers the 
additional interest or dividend charges? A tardy recog- 
nition of the cogency of this argument would seem to 
appear in the refusal of the Commission to order a reduc- 
tion of the price of gas in Lynn to a strictly minimum 
profits level.* Whether similar reasoning in the parallel 
* Decision rendered May 15, 1900. House Document, No. 1351. 
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Haverhill case would have been followed, could the in- 
famous stock jobbing element have been eliminated, must 
remain in doubt. 

Next in importance to the conversion of a surplus into 
stock as a means of increasing capitalization, is the expe- 
dient of funding contingent liabilities or a floating debt. 
These may exist in any of their common forms, as loans, 
bills payable, credited vouchers and accounts, wages and 
salaries due, or even in the mixed status of receiver's cer- 
tificates. Such debts are generally indicative of reckless 
financiering. They may sometimes be necessary to the 
conduct of a growing business. Nevertheless, an abnor- 
mally large proportion of current liabilities, as a rule, is 
an unfavorable symptom. It implies, as in the familiar 
examples of the Erie and the Union Pacific Railroads, an 
inability to raise additional capital as needed, by the sale 
of bonds. Such a condition is usually the accompaniment 
of a deficiency of current income, whereby maintenance 
has to be met in part by a charge to capital account; or, 
as in the sudden appearance of a gigantic floating debt of 
$12,000,000 in the case of the Third Avenue Railroad in 
New York City, it may be a result of corruption or politi- 
cal “bleeding.” But, on the other hand, the creation 
of such a floating debt may sometimes serve as a means 
to the enlargement of capitalization. This would seem 
to have been the case of late with public-service corpo- 
rations in Massachusetts, particularly the electric light 
and power companies. Denied the expedient of surplus 
conversion into stock, both by the public policy already 
discussed and by the great depreciation in the cost of 
equipment, recourse has most naturally been made to 
the opposite expedient. Almost ten years ago* the Gas 
Commissioners called attention to the desire on the part 
of companies managed by “men of a speculative turn of 
mind” to cover all expenditure for construction by issues 


* Sixth Annual Report, 1891, p. 34. 
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of interest-bearing scrip. A striking example of such 
financiering occurred in 1895, in the attempt of the 
Boston Electric Light Company to fund some $240,000 
of floating indebtedness.* It appeared that the tangible 
assets were not equal to the capitalization, presumably 
because too large a proportion of earnings had been dis- 
tributed as dividends, leaving too little for maintenance 
of the plant and writing off for depreciation. “Floating 
debt, representing the cost of new plant needed to take 
the place of that which had been worn out and useless, 
is essentially a part of the expense of carrying on the 
business, and should be provided for, if possible, out of 
the earnings. Capital stock has no claims upon the 
earnings precedent to those of creditors, and not to be 
governed by this fact is to endanger the well-being of the 
stock itself.” + Oversight of the finances of each com- 
pany year by year, especially in this matter of the pro- 
portion of current income applied to betterment, particu- 
larly in a field where falling costs of reproduction prevail, 
seems to be an essential part of any effective scheme.f 
The consolidation of companies offers a convenient 
mode of surreptitiously adding to capitalization. This 
may take place in any one of three ways. In the first 
place, the merger may lead to reconstruction or replace- 
ment of operating plant, with its attendant devices of 
betterment entirely defrayed by means of new stock 
issues. This has already been described. Less common 
is the second method. This consists in gerrymandering 
the constituent companies, so that those strong ones 
oppressed with surplus earnings may have aggregated 

* Tenth Annual Report of the Gas Commission, 1895, p. 42. 

tSimilar and more recent cases occurred in Malden and Waltham re- 
spectively. Fifteenth Annual Report Gas Commissioners, 1900, pp. 22 and 39. 

t A case has been privately cited to me, where a street railway company 
wishing to make a favorable exhibit of earnings, tore up its recently laid rails, 
providing for new ones by issue of stock ; and then credited the large proceeds 
from sale of old equipment to current revenue. 
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about them the roads which are less favorably situated. 
The claim is openly made * that the Massachusetts Elec- 
tric Companies, composed of forty odd suburban traction 
lines, is having its membership so distributed in three 
main groups, each to be separately operated, as to effect 
this end. Thus the Lynn and Boston road, earning per- 
haps twice its legally allowed dividend of 8 per cent., 
is made to average up its earnings with a number of small 
roads which are scarcely meeting operating expenses. 
The result is a 6 per cent. dividend upon their united 
capital, with a net yield to shareholders far in excess of 
that contemplated under the law of 1898. The third 
stock-watering device attendant upon consolidation con- 
sists merely in the substitution of a high-grade for a low- 
grade security. For example, a weak company, whose 
stock is quoted at 50, is merged in a second operating 
corporation, with stock, bid, we will say, at 200. This 
latter company issues new stock worth $200, share for 
share, in exchange for the $50 stock, which is thereupon 
cancelled. The legality of such operations under Massa- 
chusetts law is open to question. But they would seem 
to have been not infrequently undertaken in recent years. 

The final method of evasion of anti-stock-watering 
statutes is found in the creation of independent finance 
corporations, to which the operating company may be 
leased, sold, or trusteed. The practice may best be made 
clear by a few examples. In 1893 the Brooklyn City 
Railroad Company, operating with horse power, was 
capitalized at $6,000,000. At that time its power was 
transformed to electricity ; and, as has been customary in 
such cases, the opportunity was seized for an increase of 
stock and bonds to $18,000,000. Simultaneously the road 
was leased to the Brooklyn Heights Railroad Company, a 
tiny corporation operating only a mile of track and capi- 
talized at $200,000. This company agreed to meet in- 

* Street Railway Items, Boston, October 1, 1900. 
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terest charges upon $6,000,000 of bonds and to pay 10 
per cent. upon the $12,000,000 of stock of the leased com- 
pany. Finally, in the same year, the Long Island Traction 
Company, incorporated under the laws of West Virginia 
with $30,000,000 capital, purchased the stock of the inter- 
mediary,— the Brooklyn Heights Company,— in order to 
absorb such. surplus revenue as might remain over and 
above its obligations to the primary and sole operating 
concern. Thus was a fivefold increase of capitalization 
up to the desired figure finally effected.* 

The creation of such finance companies has not until 
recently occasioned much difficulty under the strict pro- 
hibitions of Massachusetts law. The Light, Heat, and 
Power Corporation, organized under the laws of West 
Virginia, has been attempting since 1898 to operate the 
electric plants in Milford and Clinton, for example.t It 
would seem, however, that — legal quibbles aside —a clear 
case of violation of the statutes could be established. Far 
more serious is the expedient adopted by the Haverhill 
Gas Securities Company.{ This finance concern, by in- 
corporating under the laws of Massachusetts, evaded the 
provisions of the law of 1894, which declared invalid alone 
all leases of a domestic to a foreign corporation. The new 
company issued stock to the amount of $500,000, in payment 
to the owners of the gas company for their original capital 
of $75,000 and their accumulated surplus of about $300,- 
000. The money necessary for formal compliance with the 
Massachusetts law requiring all stock issues to be paid up 
in full was temporarily advanced by ‘the promoters, and 
paid over to the owners of the gas company in exchange 
for their property. The next step was to issue and sell 
5 per cent. debentures to the amount of $500,000 to recoup 

*From letter of Judge Gaynor of the Supreme Court, reprinted in Report 
of the Committee upon Municipal Ownership of Railroads (Albany, 1896), ii. p. 
1604. 

+ Report Massachusetts Gas and Electric Light Commissioners, 1900, p. 33. 


t Ibid., 1900, p. 6. 
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themselves for their advance, depositing the original stock 
of the gas light company with a trustee as collateral. 
Thus the bondholders of the Securities Company virtually 
paid for the gas-works; while the control of its business 
remained in the promoters’ hands, they retaining the 
Securities Company’s stock of $500,000 as their share of 
the proceeds. ‘As a net result, then, we find the capitali- 
zation of the operating plant, upon which the public are 
to pay charges, advanced from $75,000 to $1,000,000. 
Only two remedies were open. One was to annul the 
charter of the finance company: the other was to reduce 
the price of gas. This latter course was the one adopted 
by the Commission, as we have seen, they recommending, 
also, that the legislature dissolve the company’s corporate 
existence. 

Still a third similar mode of evasion, in addition to 
leases to foreign or domestic finance companies, is being 
tried in Massachusetts. This is to avoid the corpora- 
tion laws altogether, by leasing the operating companies to 
mere business associations. These are, in practice, nothing 
more nor less than partnerships, with all the provisions of 
unlimited liability in force. In this respect they closely 
resemble the New England Gas and Coke Company,* or 
the real estate trusts, of which there are several in Boston. 
The leading example of these in the field of quasi-public 
corporations is the Massachusetts Electric Companies. 
This association now controls what were originally some 
forty distinct street railroad companies, forming an un-— 
broken network throughout the eastern quarter of the 
State. These operating companies have an aggregate stock 
capitalization of about $9,000,000.t They seem to be 
slowly consolidating, it is said { with the end in view of 

*See the excellent history of this organization in the Quarterly Journal of 
Economics, xiv., 1899, pp. 92-120. 

tThe bonded indebtedness, amounting to approximately $10,000,000 (?), 
remains outside the control of the association, largely in the hands of the 
original purchasers. 

t Street Railway Items, September 15, 1900. 
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merger in a single corporation, to be known as the Mas- 
sachusetts Electric Company. The $10,000,000 of stock 
of this consolidation will then be entirely owned by the 
Massachusetts Electric Companies’ Association, repre- 
sented by securities outstanding to the amount of 
$24,000,000. The legal status of this latter organization 
is as yet undetermined by the courts. In any event, a 
prompt extension of the provisions of the anti-stock- 
watering acts to cover all such associations would surely 
act as a powerful deterrent in future. 

Enough has been said to illustrate the extreme com- 
plexity of the problem of regulating capitalization, even 
in the limited class of public-service companies. The 
ultimate remedy, as applied to all classes of corporations, 
must come from the courts and the legislatures. But in 
either case the continued necessity of a strong and steady 
administrative control through some permanent board or 
commission, supplementing and giving due effect to the 
law, is apparent. Massachusetts has not, perhaps, accom- 
plished all that could be desired as yet either in justice to 
the companies or to the public; but her experience should 
be of great value, in view of the honest purpose which 
seems to have inspired it throughout. 

Z. RIPLEY. 


MASSACHUSETTS INSTITUTE 
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NOTES AND MEMORANDA. 


AN APPROXIMATE METHOD OF MEASURING EX- 
CESSIVE PRODUCTION OR CONSUMPTION. 


While the sophism of a “general overproduction” has long 
since been exploded, there can be no question that a tempo- 
rary overproduction in one economic group, or even in the 
entire body politic, is a most common phenomenon. In the 
long run, it is impossible for all the people to make more 
things than all the people can use; but in any limited period 
they may easily make more or fewer things than they wish to 
use during that time. And, in times when capital is timid 
through political uncertainty or when capitalists believe it to 
be a safer or better policy to delay their contemplated new 
investments, permitting their funds to lie temporarily idle or 
lending them in foreign countries if a sufficient demand exists, 
there may be a general overproduction in the sense that all 
the people have made and are making more things than they 
have money to pay for. Mr. Bellamy endeavored to empha- 
size this point in his ingenious “Parable of the Water-tank,” 
though his reasoning is marred by a fatal error, in that he fails 
to take into account the reinvestment of amounts received as 
interest by capitalists. 

In America questions connected with the relative inequality 
of consumption and production during different periods are of 
growing importance. The partial exhaustion of new lands 
open for settlement confines the increasing population within 
limits more definitely fixed, so that workmen left idle by any 
congestion of the industrial circulation are not as free as 
formerly to make occupation for themselves by pioneering. 
The enormous increase in the efficiency of labor due to 
improved machinery multiplies the product before the demand 
is educated to meet it, and often temporarily turns an exces- 
sive share of the returns into the hands of the capitalist, who 
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in some cases may be influenced by various reasons against 
an immediate reinvestment of his profits. The formation of 
immense trade combinations, which seek to maintain prices by 
regulating production, introduces another comparatively new 
feature into the problem of demand and supply; and the sharp 
speculative fluctuations resulting from frequent changes of 
governmental policy serve to disturb further the uniform 
operation of economic laws. The purpose of this article is to 
suggest an approximate method of measuring an excess of 
production over consumption during a given period, based 
upon the movements of currency. 

In a country of stationary population, without foreign 
trade, having a currency of fixed volume, and where credit 
is not in use as a substitute for currency, it is evident that 
the increase or decrease in the quantity of idle currency during 
any period of time would be in proportion to the excess of pro- 
duction over consumption during that time. For example, let 
us suppose an isolated community without credit, consisting 
of W, workmen; F, farmers; T, tradesmen; M, manufactur- 
ers; and C, capitalists,— a classification corresponding to the 
present condition of things sufficiently well for purposes of 
illustration. For the sake of simplicity we will suppose that 
a single bank issues all currency. The amount of currency is 
absolutely fixed, $100,000 being in circulation among the 
people, and $10,000 more being held in the bank as reserve. 
It is evident that the $100,000 will be continually passed from 
one person to another until it is “saved” by some one or 
paid to some capitalist as returns on his investment. In 
either case it goes to group C; for, if saved by a workman, he 
becomes to that extent a capitalist, As capitalists are dis- 
posed to reinvest all additions to their fttnds, this portion of 
the $100,000, amounting, let us say, to $10,000, is immediately 
put into circulation again by being invested in new enter- 
prises or in the enlargement of old enterprises. It may pass 
through numerous hands, but in the end is inevitably paid out 
somewhere as wages. 

So long as this state of affairs continues unchanged, produc- 
tion and consumption will be equal, and there will be no 
alteration in the amount of reserve held by the bank. But 
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suppose that, through fear of political changes or for any 
other reason, capitalists decide that it is safer not to reinvest 
immediately, but place the $10,000 currency they have re- 
ceived in the bank-vaults for safe keeping. The result is that 
$10,000 less than before is paid out in wages, the workmen 
have $10,000 less to spend, and the demand for produce and 
manufactured articles is correspondingly lessened. It will 
therefore be found at the end of the period under considera- 
tion that there has been an overproduction of produce and 
manufactured articles, and more than a normal quantity of 
unsold goods is in the hands of producers and middlemen. It 
is evident that this overproduction will be in proportion to 
the reduction in wages paid, or, in other words, in proportion 
to the increase in idle currency held by the bank. 

Of course, it is not contended that the above illustration is 
accurate or complete. In reality, at a time when capitalists 
feared to reinvest their interest, they would also withdraw 
some portion of their original capital from the enterprises in 
which it was employed. Further, the lessening of consump- 
tion would result in some curtailment of production before 
the end of the period under examination; and the varying 
rapidity in circulation of currency in different channels would 
further interfere with mathematical accuracy in the working 
of this law. But such irregularities would, for the most part, 
balance themselves in the consideration of any large commu- 
nity ; and, in the comparison of two periods of time, practically 
the same irregularities would be found in each, so that the 
law as stated is believed to be a close approximation to actual 
results in a community of the character specified. 

In applying this method of measurement to modern condi- 
tions, various confusing features appear. The most prominent 
of these is the extended use of credit as a substitute for cur- 
rency. With credit as a means of transferring capital, such as 
notes and mortgages, we have nothing to do, as these instru- 
ments are not sufficiently negotiable to be used as substitutes 
for currency to any appreciable extent. With checks and 
drafts, which are used almost entirely as substitutes for cur- 
rency, the case is different; but the difficulty is more apparent 
than real. The very fact that they are used as substitutes for 
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currency indicates that the volume in which they are issued 
will vary nearly in proportion with the increase or decrease in 
the quantity of real currency which is in circulation among 
the people. An increase in the activity of trade will require a 
greater circulation of curreney and at the same time a greater 
volume of substitutes for currency. 

The change in the volume of currency substitutes will not 
be exactly contemporaneous with the change in actual cur- 
rency in circulation, since the latter is almost entirely used by 
wage-earners, farmers, and consumers, while the checks and 
drafts are mostly used by middlemen and manufacturers, 
Hence the change in currency substitutes will slightly follow 
that in actual currency. But this does not seriously interfere 
with the operation of the law; for, even if the volume of cur- 
rency substitutes should show no change for a little time after 
a decrease in the amount of actual currency in circulation, 
that fact would be in itself the strongest evidence of over- 
production. 

A more important consideration is the yearly movement of 
currency to the country at harvest time and back to the cities 
during the remainder of the year. To avoid interference 
from this yearly tide in money movements, it is necessary to 
base comparisons on the same time of year. There will 
even then be a little difference between the movement in a 
, year of good crops and in a year of poor crops, but in a coun- 
try where agriculture is so diversified as in the United States 
that element is not important. Moreover, it is to be remem- 
bered that a year of poor crops, and consequent lessening of 
currency in circulation, means a loss of effective demand for 
goods, and to that extent in itself brings about a condition of 
overproduction. 

No hard-and-fast line can be drawn between currency which 
is denominated idle and that considered to be in circulation. 
Cash in the government treasuries and in national bank re- 
serves would constitute the chief bulk of idle currency, and 
. the amount of these holdings is easily obtainable at frequent 
intervals from the reports of the Comptroller. Reserves of 
banks other than national may be included, if desired, the im- 
portant point being that the same classification must be em- 
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ployed for all the periods compared. Changes in population, 
and in the total quantity of currency, as well as in exports and 
imports of both goods and specie, must of course be allowed 
for, statistics on these points being regularly issued by the 
government. 

It merely remains to be noted that the working of this 
method is absolutely disrupted for the time by a general 
financial panic. Reference is not had to “stock exchange 
panics,” which are apt to occur at least once a year, and con- 
sist simply in a decline of prices for securities, nor to those 
sharp and sudden declines in the prices of commodities which 
are often termed panics, but to that state of apprehension in 
the minds of the public which causes one individual to turn 
his capital into cash for no other reason than that he fears 
others will do so. In such instances large amounts of cur- 
rency temporarily disappear, being neither in use as circulat- 
ing medium nor as treasury or bank reserves, but in hiding. 
Such panics do not usually occur oftener than once in ten or 
twenty years; and the currency so withdrawn will for the 
most part come into sight again within a few months, though 
the consequent partial paralysis of industry may, and usually 
does, continue for some years. 

G. C. SELpEN. 
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HEREDITY AND ENVIRONMENT: A REJOINDER. 


In the course of the friendly controversies in which sociolo- 
gists are sometimes so human as to indulge, it not infrequently 
happens that the point at issue, at first sharp and distinct, 
expands and elaborates itself until it becomes a phantom-like 
growth, perhaps vaguely imposing, but without much sub- 
stance, and clothed mainly in misapprehensions as to the 
meaning of the terms employed by one or another of the 
disputants, 

Something like this appears to have occurred in recent com- 
ment as to the alleged position of the anthropo-sociologists 
with reference to questions of heredity and environment. 
The point at issue between the school of investigators who 
labor under the above admittedly cumbrous designation, on 
the one hand, and Professor Ripley, on the other, has been 
mainly as to the relative importance as a sociological factor 
of the hereditary or racial composition of certain population 
groups as compared with the conditions of environment to 
which the groups are subject. By explicit definition the 
heredity that we emphasized was the heredity of congenital 
characters;* and the effects of environment that we depre- 
cated were the immediate or direct effects upon the members 
of the present generation.f That Ripley’s criticism and 
counter-argument were based upon substantially the same 
understanding of the two terms follows almost necessarily 
from the whole context and course of the discussion. The 
problem in this its original and tangible form calls for much 
further investigation, and perhaps for compromise towards the 
happy mean which may lie between the position of the two 
schools. But my present object is merely to restore the dis- 
cussion to its better self by pointing out the extent to which, 
in Mr. Ripley’s last instalment,t it has become the victim of 
variation — doubtless of “accidental variation”—through a 

*Lapouge, Les Selections soctales, pp. 48, ff.; Ammon, Die Gesellschaftsord- 
nung, §4; Closson, Quarterly Journal of Economics, x. p. 156. 

+ Les Selections sociales, pp. 81, ff. 

t Quarterly Journal of Economics, May, 1900, pp. 426, ff. 
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radical change in the content now given to the terms “ influ- 
ences of environment ” and “ heredity.” 

The phrase, “effects of environment,” may, in the absence 
of any qualification, be understood in either of two quite 
different senses. First, there are the immediate modifying 
effects upon the individual or upon the individuals of a given 
generation. Secondly, there are the indirect effects upon the 
race through selection; that is, through the increase of those 
best fitted and the elimination of those least fitted to the 
environmental conditions. These two significations of the 
phrase may often stand in the sharpest contrast. The imme- 
diate effect of alcohol is to make a proportion of any given 
generation more or less inebriate. Its selective or indirect 
effect may be (according to some authorities, is) to eliminate 
the individuals and family strains that are most susceptible to 
its abuse.* The direct influence of modern hygiene — which 
may for our present purpose be regarded as one factor in 
human environment — is to improve the average health of the 
present generation. Its selective influence, according to Drs, 
Haycraft, Schallmayer, Brinton, Kellogg, and others, is, by 
allowing the weaker to survive and propagate, to lower the 
average physique of future generations. The first result of 
monastic celibacy is, perhaps, an increase in religious fervor: 
its selective result is to eliminate the elements in the commu- 
nity most susceptible to religious feeling. The temporary 
effect of injudicious charity is to relieve the suffering of the 
defective classes: its selective effect is to stimulate the in- 
crease of these classes in succeeding generations. The obvi- 
ous consequence of a somewhat severe climate is to produce 
hardship: its selective consequence is to breed a race capable 
of enduring hardship. 

Evidently, then, the immediate effects and the selective 
effects of environment are not at all the same thing. Yet 
Mr. Ripley’s present criticism appears absolutely to confuse 
the two; for, having in mind what the anthropo-sociologists 
have said as to the relatively slight importance of modifying 
influences acting directly and en masse, he accuses us of mini- 

Ido not wish to be understood as supporting this particular thesis, which 


has been sustained at great length by Dr. Archdall Reid. I employ it here 
simply for purposes of illustration. 
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mizing the force of selection,—the very thing that we have 
been trying to emphasize. 

Our critic seems to imagine that, in asserting the significance 
of the racial factor, we regard any given race as a sort of 
Ding-an-sich, or at least as a kind of special creation indepen- 
dent of external conditions. In reality, like Professor Ripley 
himself and like probably all other anthropologists, we of 
course attribute racial differences among men to the influences 
of selection, in part purely environmental, in part social,— 
economic, military, sexual, and so on. Making allowance for 
the fact that “accidental” or unexplained variations may have 
offered in the various groups different kinds of human ma- 
terial for the play of selection, we may say roughly that race 
is the slowly formed product of past selection. But the race 
once formed has ordinarily considerable stability, even under 
the selective influence of a changed environment. If, accord- 
ing to a recently resurrected theory of the ultra-environmental 
school, the climate of the United States is tending to reduce 
the present population to the physical type of the Indians,* 
the process is at least somewhat gradual, so that the careful 
observer may still detect differences between the Gibson girl 
and the Apache squaw. 

In view, then, of the extent to which race admittedly repre- 
sents the stored-up and transmitted effects of past selection, 
largely environmental, which persist against immediate modi- 
fying effects, and in view, too, of the elaborate way in which 
the anthropo-sociologists have studied the formation especially 
of the race Huropaeus by climatic selectiont and its subse- 
quent selective modification by natural and social environ- 
ment,t it is somewhat surprising to be told that we “refuse to 
accord any due recognition to the most potent factor in .. . se- 
lection; namely, environment.” It is we who, in emphasizing 
what some of our critics style “the vulgar theory of race,” 
really emphasize the selective effect of environment: it is Mr. 

* The theory seems to be asserted seriously, in spite of the obvious considera- 
tion that nearly all the present factors in selection except climate (such as sexual 
preference, diet, protection from the weather, warfare, hygiene, standard of life) 
function wholly differently from the way they did among the aborigines. 

+ Lapouge, L’ Aryen, pp. 47-186 ; Les Selections sociales, pp. 14, 15. 

+L’ Aryen, pp. 325-365, 406 ; Les Selections seciales, pp. 97, 147. 


| 
la 


146 QUARTERLY JOURNAL OF ECONOMICS 


Ripley himself who tends somewhat to subordinate this to 
immediate modifying influences. 

A somewhat similar lack of discrimination seems to be at 
the bottom of Professor Ripley’s idea that our position in re- 
gard to heredity is inconsistent with that of Weismann and 
Wallace. These authors, he tells us, “have stood out rigidly 
for the all-sufficiency of selection in accounting for the phe- 
nomena of evolution, Consequently, they limit the potency of 
heredity to a corresponding degree.” Now what Wallace, 
Weismann, and the Neo-Darwinians generally, as opposed to 
the Lamarckians, “limit,” is the transmissibility of acquired, or 
somatic, characters. They and all biologists accept and insist 
upon the heredity of congenital characters. Indeed, without 
such heredity, selection would have no meaning. To say, for 
example, that selection is tending to reduce the proportion of 
Indians in the total population of the United States would be 
meaningless if the children of the whites and the children of 
the Indians were indistinguishable ; that is, if heredity failed 
to work. Selection presupposes heredity. Heredity alone 
would tend to perpetuate all varieties of life: selection merely 
determines what varieties heredity shall be allowed to pre- 
serve. 

The position of Lapouge and Ammon in this matter is in 
complete harmony with that of Weismann and Wallace, ex- 
cept that it is in some respects less dogmatic. All four authors 
accept the inheritance of congenital traits: all four reject the 
theory of the transmissibility of the effects of use and disuse. 
There is just about as much inconsistency as existed between 
the conductor who called the station and connections at one 
door of the car and the brakeman who called at the other 
door, “Same at this end!” It is therefore difficult to find 
anything in the premises that is “quite illogical” or even 
“rather anomalous,” unless perhaps it be the position of the 
critic who holds that because we insist on the importance of 
the heredity of congenital characters we are in conflict with 
those who deny the inheritance of acquired characters. 


Cartos C. CLosson. 
Los ANGELES, CALIFORNIA. 
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THE GERMAN COINAGE ACT OF 1900. 


The act of June 1, 1900, makes the first legislative changes 
in the coinage system of Germany since 1873, and completes 
the adoption of the gold standard in that country. It pro- 
vides for the speedy withdrawal of the thaler and its conver- 
sion into subsidiary coins by the simple device of an increase 
of the silver subsidiary coinage from 10 marks per capita to 
15 marks, 

It was supposed in 1873 that the arrangements then made 
would lead to the disappearance of the thaler within a few 
years, and no one could have imagined that a considerable 
portion of them would still remain in circulation at the end 
of the century. It will be recalled that the act of 1873 
authorized the recoinage of such an amount of the silver coins 
of the German states as would provide a silver subsidiary 
coinage for the empire of 10 marks per capita. Before 1879 
nearly 380,000,000 marks were taken for that purpose. By 
the sale of silver in London a further reduction of 673,000,000 
was brought about; but, on account of the fall in the price of 
silver, the German government discontinued its sales in 1879, 
and they have never been resumed. Since that time the stock 
of thalers has been reduced only as the growth of population 
required further additions to the subsidiary coinage to bring 
it up to the level fixed by law. In this way some 90,000,000 
marks have been absorbed in the last twenty years, and the 
amount of thalers still remaining is generally estimated at 
about 360,000,000 marks, The law of- 1900 now simply 
hastens a process which was in any case being worked out, 
though with exceeding slowness. The increase to 15 marks 
per head of the present population will absorb more than twe- 
thirds of the thalers; and the last of them will be require! 
when the population reaches 62,000,000, which is expected as 
early as 1910. The increase to 15 marks will be made gradu- 
ally, the government having fixed upon 30,000,000 as the 
annual increment until the process of recoinage is completed. 

The purpose of the act is clearly not to supply a demand 
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for small coins which has not hitherto been satisfied. The 
thaler, or three-mark piece, is obviously quite as convenient 
for every-day use as the two-mark and five-mark pieces, into 
which the greater part of the thalers will be recoined. But 
the thaler is full legal tender, and for that reason it is regarded 
as an element of weakness in the German monetary system. 
It may be questioned, however, whether the withdrawal of 
the legal tender quality from the silver, while that silver 
remains in undiminished amount, will add appreciably to the 
strength of the system. That quantity of small coin which is 
required in daily transactions will be no source of difficulty, 
whether it be legal tender or not; while any amount beyond 
those requirements will not stay in circulation, but will flow 
back upon banks and governments in their daily receipts. 
That there is a greater quantity of silver in Germany than is. 
required with the present population is conclusively shown by 
the mass of silver (amounting to something like 250,000,000. 
marks) in the vaults of the Reichsbank. The present law 
creates no new demand for silver, except through the with- 
drawal of the five-mark gold coin; and that is more than 
neutralized by the withdrawal of the silver twenty-pfennig. 
piece. Moreover, the silver coinage of the country will 
ultimately be increased by some 40,000,000 marks under the 
provisions of the new act. The portion of alloy in the sub- 
sidiary coins is about one-ninth greater than in the thaler: 
hence the 360,000,000 marks in thalers will make about 400,- 
000,000 marks of subsidiary silver. The measure as originally 
proposed by the government would have reduced the coinage 
by 35,000,000 marks, provision being made for the sale of the 
silver left over; but agrarian and bimetallic influences in 
the Reichstag secured the recoinage of all the thalers and of 
the “seigniorage” as well. The same influences also added to. 
the act a declaration—similar to that attached to the cur- 
rency act of 1900 in the United States— that the act was not. 
to be regarded as an obstacle to international bimetallism. 
The importance of such a declaration may be said to fall far 
below that which is often associated with the term “aca- 
demic.” 

In essentials the new law thus provides for the conversion. 
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of over-valued legal tender coin into over-valued subsidiary 
coin of nearly the same quantity, and so affords a striking 
illustration of the excessive importance which is still attrib- 
uted to the legal tender quality, irrespective of the different 
functions performed by different kinds of currency. 


O. M. W. Spracue. 
HARVARD UNIVERSITY. 
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rektur der freien Lohnbildun 
eine ethische Forderung); 
Lohnbegrenzung als Mittel der 
Lohnpolitik (especially in advo- 
eacy of Mini obn). 


In Periodicals. 


Coun ( G.). Ethik und Reaktion in 
der Volkswirthschaft. Jahrb. f. 
Gesetzg., 24, Heft 3. [A reply to 
Sombart’s thesis that the “ ethi- 
cal’? school of economics is a pro- 
test and reaction against the rapid- 
ity of the present progress in in- 
dustry. ] 

Croce (B.). Sul principio econom- 
ico. Giorn. degli Econ., July. 
ep letter to V. Pareto, object- 
ng to the mechanical (hedonistic) 
conception of economics. ] 

Farnam (H. W.). Schmoller’s 

Yale Rev., Ang. 


[A laudatory but discriminating 
review. ] 
Fuar (G. A.). 
Aus meiner Erfahrung. 
schr. ges. Staatsw., 56, 


Zur Preisbildung. 
Zeit- 
eft 3. 
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HAUSSONVILLE (Comte d’). Le 
Play d’aprés son ceuvre. La Ré6- 
forme Sociale, Aug. 

Mazzoua (U.). Il momento eco- 
nomico dell’ arte. Giorn. degli 
Econ., Aug. [Inaugural address 
delivered by the lamented author 
at Pavia in 1897.] 


Pareto (V.). Un’ applicazione di 
teorie sociologiche. Riv. Ital. di 
Sociol., Aug. [Il periodo ascen- 


dente della crisi religiosa; il deca- 

dere dell’ antica aristocrazia; il 

sorgere di una nuova aristocrazia, 

—e.g., the English trade-unionists 

and the allied socialists; il feno- 

meno suggettivo,—the religious 
ardor of the socialists, the bud- 
ding 

. Sul principio economico. 
Giorn. degli Econ., Aug. [Repl 
to Croce on questions of meth 
in economics. 

Ross (E. A.). Social Control, XVII., 
XVIII. Amer. Journ. of Sociol., 
July, Sept. [*‘The Maintenance 
of Ethical Elements,’’ ‘‘ The Ra- 
diant Points of Social Control.’’] 

SCHIATTARELLA (R.). Che cos’ é 
la sociologia? Riv. Ital. di Sociol., 
June. qm he answer sought in the 
philosophy both of Comte and of 
Spencer. ] 

SmAut (A. W.). The Scope of So- 
ciology, IV., V. Amer. Journ. 
of Sociol., July, Sept. [Both in- 
stalments on The Assumptions of 
Sociology. ] 

VaALenti (G.). La rendita di 
monopolio. Giorn. degli Econ., 
Sept. Pam critico di alcuni 
concetti di Achille Loria” ; con- 
tinuing previous papers in the 
same journal which examined 
critically Loria’s theories. The 
— is again adverse to 

ria. 


VELLEMAN (Anton). Der Luxus 
in seinen Beziehungen zur Sozial- 
ékonomie. Zeitschr. ges. Staatsw., 
56, Heft 3. [Continued. Meas- 
ures of the past; the theories un- 
derlying them; and discussion of 

ssibility of effective regulation.] 

(W. W.). The Ethics 
of the Competitive Process. 
Amer. Journ. of Sociol., Sept. 
of the writer’s book on 

ustice, since issued.] 


= | 
i 
| 
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II. SOCIAL QUESTIONS, LABOR AND CAPITAL. 


ADLER (P.). Die Lage der Hand- 
en gemiss den Erhe- 
bungen der Kommission fiir f. Ar- 
beiterstatistik. Stuttgart: Cotta. 

1900. 8vo. pp. 197. 4m. 
In Miinchener volkswirthschaft- 

liche Studien. 

Boncour (J. P.). Le fédéralisme 
économique. Paris: Alcan. 1900. 


8vo. pp. 400. 

[‘‘ La liberté, c’est le droit pour 
le groupement ouvrier de pour- 
suivre et d’établir une souver- 


DEROUIN Gory (A.), 
assistance pub 
824, 628. 28 


fr. 
(C.). Laco-opération. Con- 
de pagande. Paris: 
1 8vo. pp. vii, 
314. 7 fr. 
tt of eleven articles and 
papers on such subjects as: the 
ure of co-operation; the changes 
co-operation is destined to work; 
the enemies of co-operation; the 
twelve virtues of co-operation. ... 
A large future is expected for co- 
operative production, by develop- 
ment from the stores. ] 
ion und ibre talt: 
durch das _ Reich. “Got 
Vandenhoeck u. Ruprecht. 1 
8vo. 1.50 m. 
[Heft 1 of Abhandl. des Vereins 


Reichs Wohn tz. ] 
HartTMann (K.). Die gemeindliche 


Arbeitsvermittel in Bayern, 
mit bes. Beriicksich des 


stidt. Arbeitsamtes iinchen. 
Munich: J. Schweitzer. 8vo. 
pp. 115. 3 m. 

[The author is 


Lusk (H. H.). Our Foes at Home. 
New York: Doubleday & Mc- 
Clure. 1899. 12mo. pp. 297. 


[The author, a former member 
of the New Zealand Parliament, 
writing of American conditions, 
maintains that among a ple 
who worship success the danger 
from ping 
espec great. This danger 
| by the private owner- 
winning beck again’ the’ people's 

ng e ple’s 
birthright. ] 
MUENSTERBERG (E.). Bibli 

hie des Armenwesens. Berlin: 

1900. 8vo. pp. 


[An excellent bibliography, ar- 
ranged by topics, with author and 
subject index.] 

Praspopy (F. G.). Jesus Christ 
and the Social Problem. New 
York: Macmillan Co. 12mo. 

[Announced. The author is 
Professor of Christian Morals in 
Harvard University. 

PELLOUTIER (F. et M.) La vie ou- 
vritre en France. Paris: Schlei- 
- fréres. 1900. 8vo. pp. 348. 


[In Bibliothéque internationale 
des sciences sociologiques.] 
ScHAFFLE (Alb.) u. LECHLER (P.). 
Die staatliche Wohnungsfiirsorge 
aus Anlass des Reichstagsbe- 
schlusses vom 14 Nov., 1889. 
lin: E. Hofmann. 1900. 8vo. pp. 


52. 1m. 
Spaur (C. B.). America’s Working 
People. ew York: Lo 
Green & Co. 1900. 8vo. $1.25. 
[Papers reprinted from the Out- 
look, with corrections; based on 
personal observations and imbued 
with a spirit of social sympathy. 
Subjects: Factory Towns in New 
England and in the South; The 
Negro as an Industrial Factor and 
as a Citizen; Coal Mines in Penn- 
sylvania; Iron Centres; Trade 
nions in Chicago; The Mor- 
mons; The Northern Farm.] 
Unirep States INDUSTRIAL Com- 
MISSION. Report on Prison Labor. 
Washington: Government Print- 
ing Office. 1900. 8vo. pp. 166. 


|| 
_ 
Lxcog (M.).  Li’assistance par le 
travail en France. Paris: Giard 
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okt brief report from the com- 
ssion, recommending legisla- 
tion on the model of that now in 
force in New York; followed by a 
aan survey of the question, 
or which indebtedness is ex- 
pressed to M. W. Steuart. ] 


In Periodicals. 


BERNSTEIN (E.). Der 
Stand der Wohnungsfrage in Eng- 
land. Archiv Soz. Gesetzg., 15, 
Heft 5, 6. 

Boreut (R. v. d.). Das Invaliden- 
versicherungsgesetz, 1899. Jahrb. 
f. Nat. Oek., 19, Heft 6. [Text of 
the amending legislation ; preceded 
by a summary of the changes. } 

. Die Reform der Deutschen 
Unfallversicherung. Jahrb. f. Nat. 
Oek., 20, Heft 2. [The govern- 
ment —— of January, 1900.] 

Davis (Katherine B.). The Modern 
Condition of Agricultural Labor 
in Bohemia. Journ. Polit. Econ., 
Sept. [The decline of feudalism 
and the growth of the contract- 
labor system; the wages, nominal 
and real, of laborers, and their 
standard of living. ] 

(C. A.). Public Outdoor 
Relief. Amer. Journ. of Sociol., 
July. itome, in selected quo- 
tations, of opinions pro and con.] 

EMBREE (FRANCES B.). The Hous- 
ing of the Poor in Chicago. 
Journ. Polit. Econ., June. [Based 
upon an analysis of that part of 
the Seventh Special Report of the 

r relat to cago, upon 
facts gathered by the Improved 
Housing Association of C 
and upon personal investi tion | 

FRANKENBERG (H. v.). Die Be- 
triebs - (Fabrik-) Krankenkassen. 
Jahrb. f. Gesetzg., 24, Heft 3. 

Hammonp, (M. B.). Women’s 
Wages in Manual Work. Polit. 
Sci. Quarterly, Sept. [Explain- 
ing the apparently lower wages 
of women on the ground of the 
inferior productiveness of their 
labor.] 

Hosuovuse (E.). Dust - women. 
Econ. Journ., Sept. [The life of 
the three hundred London dust- 


sorters: ‘‘ We eats well, we drinks 
well, and we sleeps well.’’ 

JouN (V.). Die italienischen Ar- 
beiterkammern u. deren Bedeu- 
tung f. d. nationale Produktivitat. 
Jahrb. f. Nat. Oek., 19, Heft 6. 
Concluded from Heft 5. Believes 

ese associations will advance 
Italy by raising the laborers’ 
standard of living.] 

KEmMPEL (F.). Die zweckmissigste 
Form der Arbeitslosenversicher- 
ung. Zeitschr. ges. Staatsw., 56, 
Heft 3. [Critical discussion of 
the various methods thus far sug- 


Lewis (A.). The Housing of the 
Poor in London. Econ. Rev., 
April. [A plea for the better 
management of slum property 
rather than the erection of new 
dwellings. ] 

LinpHorM (S, V.). Analysis of the 
Building-trades Conflict in Chi- 
cago from the Trades - union 
Standpoint. Journ. Polit. Econ., ' 
June. [History of the sr 
Trades Council and of the Build- 
ing Contractors Council, repre- 
senting the two hostile camps, 
with an analysis of the claims of 


each. | 

Moort (F. W.). The Glasgow 
Family Home. Econ. Rev., July. 
A housing experiment Sess- 

g some unique features. 

Parry (E. A.). The Workmen’s 
Compensation Act: What it was 
to be and What itis. Fortnightly, 
July. [The writer, a County 
Court Judge, explains the legal 
difficulties experienced in the 
working of this act, ‘‘ notorious 
in the law courts as a masterpiece 
of unskilful legislation.’’] 

Russe (C. E. B.)and CAMPAGNAC 
(E. T.). The Organization of 
Costermongers and Street-vendors 
in Manchester. Econ. Rev. 
April. [A trade-union to defend 
the right of ‘‘ outcry.’’] 

Soars (W. B.). Work and W: 
in France. Forum, Sept. [A 
careful description of recent labor 
legislation and the condition of 
workmen in France.] 

Scuuuz (M.). Ueber Schiedsver- 
triige der Arbeitgeber und Arbeit- 
nehmer nach dem _ deutschen 


} 
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recoil” to ae relief. The 
writer is the widow of Arnold 
Toynbee, and has for several years 
taken an active part in the work 
of the Guardians of the Poor at 


Wetck (A.). Die Arbeitslosen- 


Versicherung im Kanton — 
Stadt. Jahrb. f. 
Heft 3. [Account of the legisla- 
tion oo by the referendum 
vote of November, 1899.] 

Wisse (L. v.). Die ies Ent- 
wickelung des Arbeitsnachweises 
in Deutschland. Jahrb. f. 
Gesetzg., 24, Heft 3. [Mainly 

WILson Poor Law Sta- 
tistics. ev., April. [‘‘The 

lic ony restricts outdoor re- 
lef does not lead to a necessary 
increase of indoor pauperism or 
of e diture’’ in other direc- 


tions. 

Wotrr (H. W.). The Spread of 
Co-operation. Econ. Rev., July. 
[A useful survey of the progress 
of co-operation in the several 
countries of Europe.] 


Ill. SOCIALISM. 

Bo ). Le collectivisme [In Volkswirtschaftliche Ab- 
intégral. Philosophie et handl der badischen Hoch- 
tique. Paris: Société d’éditions schulen. 

ues. 1900. 18mo. pp. WerIsENGRUN(P.). Der Marxismus 
872. fr. und das Wesen der sozialen Frage. 

Coun (L). Die Wohn u Leipzig: Veit & Co. 1900. 8vo. 

die Sozialdemokratie. api- pp. 480. 12m. 


tel sozialdemokratischer Gem: 


Dueast (F.). 
devant le droit naturel. Paris: 
Giard et Britre. 1900. 18mo. 

Social laws are made by the 


should be 4 

WesBeER (Marianne). Fichte’s So- 
zialismus und sein Verhiltniss zur 
Marx’schen Doktrin. Tiibingen: 
J. C. B. Mohr. 1900. 8vo. pp. 
122. 3m. 


UNSIGNED. Premier congrés na- 
tional et international de la co- 
opération socialiste. Paris: Soci- 
été nouvelle de librairie et d’édi- 
tion. 1900. 18mo. pp. 212. 
2.50 fr. 

An account of the congress 
id in Paris July 7-10, 1900.] 


In Periodicals. 


Sorex (G.). Les polémiques pour 
Vinterpretation du arxisme: 
Bernstein et Kautzky. Rev. In- 
ternat. de Sociol., April 


Gewerbegerichtsgesetz und der 
Reichscivilprozessordnung. Ar- 
chiv Soz. Gesetag 15, Heft 5-6. 
SELLERS (E.). Old Age Pensions 
in Denmark. Contemp., —_ 
[An eulogistic th 
some criticism. ] 
(M.). Landwirtschaftliche 
Arbeitsvermittlung in Ungarn. 
Jahrb. f. Gesetzg., 24, Heft 3. [A 
statute of 1888 described.] 
TOYNBEE (C. a Poverty and 
the Poor Law. m. Rev., July. 
brief but article, ar- 
lein- 
- t. 
1900. 8vo. . 76. 1.30 m. 
egy classes, as a bulwark 
or their privileges; the people 
4 
{ 
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IV. 


Dott (R. C.). Famines in India. 
Open Letters to Lord Curzon on 
Famines and Land Assessments 
in India. London: Kegan Paul, 
1900. 8vo. pp. 344. 7s. 6d. 

[The Causes of Famines; Famine 
Insurance Grants; Railways and 
Irrigation; the Land Tax. . . .] 

Gatti (Prof. G.).  Agricoltura e 

o. Le nuove correnti 
dell’ economia agricola, Palermo: 
R. Sandron. 16mo. pp. viii, 516. 


41, 

[Part I., Produzione agricola; 
Il., Tendenze tecniche ed eco- 
nomiche dell’ agricoltura; III. 
Partito socialista e classi agricole. | 

Watuace (Robert). The Farming 
Industries of Cape Colony. Lon- 
don: P. S. King. 1900. 8vo. 
10s. 6d. 

{A first-hand treatment of the 
subject b an expert. | 

SMYTHE (W. E.). The Conquest of 
Arid America. New York: Har- 
per’s. 1900. 8vo. pp. xvi, 326. 
$1.50. 

A detailed and excellent de- 

ption of irrigation operations 
and possibilities in the several 
States ef the West. Co-operative 
colonies for irrigation are advo- 
cated. An optimistic concluding 
chapter looks to such co-operation 


LAND. 


as a solution for the problem of 
the unemployed. ] 

(Dr. C.). Die Ent- 
wickelung der Preise des stiidti- 
schen und landlichen Immobiliar- 
besitzes zu Halle und im Saal- 
kreise. Jena: G. Fischer. 1900. 
8vo. BP. 87 and diagrams. 2m. 

[In Conrad’s Abhandlungen. ] 


In Periodicals. 


MERLIN (R.). Enquéte sur le mé- 
tayage. Bull. de la Participation 
aux Bénéfices, April. [Serves asa 
supplement to the author’s book 
on this subject (1896), confirming 
the conclusion that métayer tenure 
has grown under the influence of 
agricultural depression. 

RavucHBeRG (Dr. H.). Die Land- 
wirthschaft im Deutschen Reich. 
Archiv Soz. Gesetzg., 15, Heft 5, 
6. [The results of the census of 
1895 summarized. ] 

TEELE (R. P.). Water Rights. in 
the Arid West. Journ. Polit. 
Econ., September. [The hin- 
drances to agriculture by irri 
tion in the West are: (1) the 
failure of capital and labor to get 
together on a just basis; (2) the 
unsettled condition of titles to 
water. ] 


V. POPULATION, EMIGRATION, AND COLONIES. 


AYMONIER (E.). Le Cambodge. Le 
royaume actuel. Paris: Leroux. 
1900. 8vo. pp. 479. 20 fr. 

[The author is director of the 
Ecole coloniale. 

Hauser (H.). colonies alle- 
mandes impériales et spontanées, 
Paris: Nony. 1900. 

[The author is professor at the 
University of Clermont. This 
volume, the first of a series of 

udes d’Economie Sociale, gives 
an acceunt of the German East 
Africa Company and the new 
Guinea Company, and of their ab- 


sorption by the Empire, as well © 


as of the more recent acquisitions 
in the Pacific and in China.] 

Proutet (J. B.). La France hors 
de France. De notre émigra- 
tion, sa nécessité, ses conditions. 
Paris: F. Alcan. 1900. 8vo. 
10 fr. 

[In Bibliothéque d’histoire con- 
temporaine. Sets forth ‘‘ la possi- 
bilité et la nécessité d’un fort 
mouvement d’émigration des Fran- 
gais vers leurs colonies.” 

Prot (E.). La question de la dé- 
population en France (le mal; 
ses causes; les remédes). Paris: 
Mouillot. 1900. 16mo. pp. 94. 


| 
| 
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English 

New York: The Columbia Press 
(Macmillan Co., agents). 8vo. 
Cols ‘bia University Studies. 

lum 

A narrative chiefly of the anti- 
immigration laws, ‘‘few in num- 
ber and very limited in their appli- 
cation.”’] 


es 

Paris: Challamel. 1900. vols. 

by 
rate wor 

many collaborators for the Paris 

Exposition under the supervision 


of the of the colonies. 
Vols. III. and V. are devoted 


C. Guy, chief of the geogra; 
entitled “La 


valeur de notre domaine colonial.” 
Vol. V. contains ‘‘ Régime de la 
propriété,” by Imbart de la Tour; 
‘Régime de la main-d’ceuvre,” by 
M. Dorvault; and “ L’agriculture 
aux colonies,’’ by M. Lecomte. 


In Periodicals. 


VI. TRANSPORTATION AND EXCHANGE. 


(A.). De la trans- 
portation (étude historique et 
critique). : Rousseau. 8vo. 


pp. 260. 

Hawon (F.). L’avenir de la poli- 
tique francaise en matitre de 
chemins de fer. Paris: Béranger. 
1900. 8vo. 10 fr. 

[A continuation of the work of 
Richard de Kaufmann, of the 
University of Berlin, which M. 
Hamon has just translated and 
published in ce. ] 

Lz DE Bretaens (C.). Les 
la marine marchande en 

ce. Paris: Giard et Briére. 
1900. 8vo. pp. 300. 

UniTED STATES on 
MISSION. Report on rta- 
tion, inch review and 
of evidence and testimony. Wash- 

m: Government Printing 
ice. 1900. 8vo. 832. 

[Constitutes Vol. . of the 
Commission’s Reports. Chiefly 
testimony on various aspects of 
American railway problems, made 


available thro an excellent 


summary and index prepared 
E. D. Durand.] iad 


In Periodicals. 


CAVANAGH. The Pooling of Rail- 
way Freight Cars. Journ. Polit. 
Econ., June. [Estimates the loss 
resulting from cars lying idle, and 
advocates a system of pooling 
‘““whereby the borrower or user 
and the owner participate in the 
loss or profit involved in the 
movement of, or delay to, the 
cars,”’ 

(H.). Die Eisenbahnen des 
russischen Reichs bis zum Jahre 
1892. Archiv f. Eisenbahnwesen, 
1900, Heft 4. [Review of the two 
large volumes published in French 
in 1897 by the Russian division of 
the standing committee of the 
International Railway Congress. | 

McLean (S. J.). State Regulation 
ef Railways in the United States. 
Econ. Journ., Sept. [A survey of 


[The author is senator from the 
Céte-d’Or. | 
Proper (E. E.). Coloniai Immi- 
tion Laws. A Study of the 
ation of Immigration by the 
Bosco (A.). Le legge e la questione 
dell’ emigrazione in Italia. Giorn. 
degli Econ., July. [On the Italian 
of 1888 and 
Vv and on the general prospects 
emigration from Italy.] 
KELLER (A. G.). Italian Expan- 
sion and Colonies. Yale Rev., 
Aug. [Narrative of the coloniza- 
tion experiments of the last twenty 
years, 
Srrra (P.). Popolazione della 
-more a to economic Repubblica Argentina. Riv. Ital. 
matters. Vol. III, prepared b di Sociol. [Summary of the re- 
sults of the Argentine census of 
1895.] 
} 


the whole history of the matter, 
with some reflections. ] 

Waut (K.). Die Entwickelung der 
hollindischen Handelsschiffahrt 
im 19%. Jahrhundert. Jahrb. f. 
Gesetzg., 24, Heft 3. [Describes 
the growing share of the Dutch 

rts in the trade to and from 
not noting, however, 
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that it is but a part of the general 
growth of the traffic on the Ger- 
man waterways at the expense of 
the traffic on the _“e 

WIEDENFELD (Dr. K.). Die wirth- 
schaftliche eutung der Sibi- 
rischen Bahn. Archiv f, Eisen- 
bahnwesen, 1900, Heft 4,5. [Con- 
cluding instalment. ] 


VII. INTERNATIONAL TRADE AND CUSTOMS LAWS. 


Herrz (Prof. E.). Das Interesse 
der Landwi an den Han- 
delsvertrigen. Berlin: J. Gutten- 


. 1900. 8vo. pp. 106. 2.50 m. 
Ein Riickblick auf die deutsche 
Handelspolitik seit 1879. 


Schriften der Centralstelle fiir 
Vorbereitung von Handelsver- 


In Periodicals. 


BERTOLINI (A.) AND GRAZIADEI 
(A.). La rinnovazione dei trat- 
tati di commercio e gli interessi 
della di Bari. Giorn. 
degli m., Sept. [First article. 
The treaties are to expire 1903.] 

CHARLTON (J.). and Colo- 
nial Preferential de. Forum, 
Oct. [Chiefly on the trade between 
Great Britain and Canada.] 


VIII. 


Bonn (M. J.). Die ra am 
Edelmetallmarkte in den Jahren 
1870-1873. Stuttgart: Cotta. 1900. 


8vo. pp. 128. 
volkswirth- 


3 m. 
In  Miinchener 
schaftliche Studien.] 
Cannon (J. G.). Clearing Houses, 
Their History, Methods, and Ad- 
ministration. New York: Apple- 
ton. 1900. 8vo. pp. xiv, 383. 


$2.50. 

[A detailed and authoritative ac- 
count of the mechanism and the 
functions of American clearing 
houses, with summary chapters 
also on Canada, London, and 
Japan. The author was some 
time Comptroller of the Currency, 


Sterns (W. P.). The Foreign Trade 
of the United States from 1820 to 
1840. Journ. Polit. Econ., Sept. 
[Second paper. Statistics of the 
exports and imports of various 
commodities. ] 

WAGNER (H. C.). Die Getreidezoll- 

litik Portugals seit 1888. Jahrb. 

. Nat. Oek., 20, Heft 2. [Impor- 

ated for the purpose of secur- 

ing to the domestic producer a 

** normal”? which was fixed 

in 1889 and raised in 1899. An 

instructive study in economics 
and politics. ] 

Wrieut (C. D.). Commercial As- 
cendancy of the United States. 
Century, July. [Based on statis- 
tics of exports and imports.] 


MONEY, BANKING, CREDIT, AND PRICES. 


and is now vice-president of a 
bank in New York.] 

Casasvus (D.). Les institutions de 
crédit, Etude sur leurs fonctions 
et leur organisation. Brussels: 
Société belge de librairie. 1900. 


8vo. pp. 554. 

Hert (Dr. K.). Die Reichsbank und 
die bayerische Notenbank in ihrer 
Entwickelung in 

ayern 1876-1899. Leipzig: A. 
Deichert. 1900. S8vo. pp. 68. 


1.60 m. 
{In Wirthschafts- u. Verwalt- 
ungsstudien, edited by G. Schanz. ] 
LovuBeEt (P.). La Banque de France 
et Vescompte. (These.) Paris: 
Rousseau. 1900. 8vo. pp. 280. 


| 
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D.). g in I Early His- 
tory Morr of in Iowa. Iowa 
City, Ia.: University Press. 
1900. 150. 


to 1846.] 
Nextson (S. A.). The A B C of 
Wall Street. New York: S. A. 
Nelson. 1900. 16mo. pp. 164. 


Partly a description of opera- 
elemen 

foreign exchange, 


curren and the Forty 
pages are given to to a dictionary of 
‘all Street 


RICHARDSON 
Bankers. Memorials of a 
distinguished for its Public Ser- 
vices. London: Stock. 1900. 
8vo. 7s. 6d. 

[Like the accounts of other 
London private banks, disappoint- 
ing on the economic questions. ] 

SKINNER (T.). London 
Kindred Companies and Firms. 
| Simpkin & Co. 1900. 


In Periodicals. 


Conant (Chas. A.). The Law of 
the Value of Money. Annals 
Amer. = ons and Soc. Sci., 

qualifications 
CRIVELLARI ( 
(GT 
Ungheria. Giorn. degli Econ., 
narrative 
analysis to 1892.] 


aap (Roland P.). The Cur- 
Law of 1900. Annals Amer. 
an . of Polit. and Soc. Sci., July. 
Concludes that the new law has 
proved the machinery for with- 
standing a pressure on the gold 
supply, but has increased the 
pressure itself. ] 

HEINEMANN (E.). Die Berliner 
Grossbanken an der Wende des 
Jahrhunderts. Jahrb. f. Nat. 
Oek., 20, Heft 1. 

JANNASCH (Dr. R.). Die Kredit- 
versicherung im Exportgeschiift. 
Jahrb. f. tzg., 24, Heft 3. 
German banks should establish 

ches in the countries to which 
Germany expects to export. ] 

JOHNSON F.). The Currency 
Act of March 7 1900. Polit. Sci. 
Quarterly, Sept. [The act will 
make easier the preservation of 
the gold standard, but will effect 
no improvement in the banking 


system. ] 

LAUGHLIN (J. L.). Recent Mone- 
tary Le — Journ. Polit. 
Econ., [Maintains that a 
subtle ome of politics has been 
ae with our recent monetary 
through the influence 

the Senate. The act of 1900 
vides no means for maintain- 
the gold ‘ae that did not 
before. } 

LEsTRADE (C. de). La Perse et son 
monétaire. Journ. des 


Saxous z). La place de Londres 
en temps de crise. Rev. d’Econ. 
Pol., July. [Showing the unpre- 
paredness of the English banking 
system to meet a financial crisis. ] 


IX. FINANCE AND TAXATION. 


TION. Essays in Colonial Fi- 
nance by Members of the Ameri- 
can Economic Association. New 
York: an Co. 1900. 8vo. 


— committee, on the finances 
various colonies, thus: French, 


by E. R. A. Sel German, 
by I. Loeb; Dutch byt Clive Day; 
Italian, by A. G. Keller; and so 


on.] 

Gouge Van den). L’im- 
pét sur les successions en Angle- 
terre, en France, et en Belgique. 
Louvain: Impr. Polleunis et Cau- 
terick. 1900. 8vo. pp. 142. 1.50 


} 

{ 

| the from 
{ 1. 

{ 

| 

| 

| 
| 
| AMERICAN Economic Assoctra- 
ee under the direction of a 


[Reprinted from the Revue des 
questions scientifiques. The au- 
thor, a Belgian magistrate, a 
concise account of existing legis- 
lation and pro changes.] 

CREANGA (Dr. G. D.). Die direkte 
Besteuerung in Preussen u. Ru- 
mianien. arstellung der Re- 
formen d. direkten Besteuerung 
in Preussen von 1810 bis zur 
Gegenwart und anwendg. der- 
selben auf d. rumian, Steuer- 
wesen. Berlin: E. Ebering. 
1900. 8vo. pp. 2387. 6 m. 

{In Rechts u. staatswissen- 
schaftliche Studien, publ. by Dr. 
E. 

Fow.er (Sir H. H.). Municipal 
Finance and Municipal Enter- 
prise. Annual Address of Presi- 
dent of Royal Statistical Society. 
London : P. S. King. 1900. 8vo. 
pp. 26. 1s. 

Mrinoret (M.). La_ contribution 
personnelle et mobilitre pendant la 
Révolution. Paris: ousseau. 
1900. 8vo. PR 720. 10 fr. 

Nirti (F. S.). Nord e sud: prime 
linee di una inchiesta sulla ripar- 
tizione territoriale delle entrate e 
delle spese dello stato in Italia. 
Turin: Roux e Viarengo. 1900. 
8vo. pp. 209. 31. 

[The drift of the book is that 
Southern Italy has not had its 
share. ] 

PoueneT (M.). Les valeurs mo- 
bilitres étrangeres et les fonds 
d'état étrangers devant l’impét. 
Paris: Rousseau. 8vo. pp. 227. 

Say (Léon). Les finances de la 
France sous la troisitme répub- 
lique. Tome III. Paris: C. 

vy. 1900. 8vo. pp. vii, 699. 


papers and addresses covers the 

riod 1883-96. Among the sub- 
jects are the bank’s note issue, 
udget, income tax, relations of 
the government to the Bourse, 
and the like.] 
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In Periodicals. 


Buttock, (C. J.). The Origin, 
Purpose, and Effect of the Direct- 
Tax Clause of the Federal Consti- 
tution, II. Polit. Sci. Quarterly, 
Sept. [Second paper, discussi 
the different interpretations 0: 
the clause, and rejecting some in- 
——, adopted in the judi- 
cial decision of 1895.] 

Conn (Dr. H.). Das preussische 
Gesetz betreffend die Warenhaus- 
steuer. Archiv Soz. Gesetzg., 15, 
Heft 5, 6. 

Epe@rwortH (F. Y.). The Inci- 
dences of Urban Rates, II. Econ. 
Journ., Sept. [A continuation of 
the treatment of the subject in 
the prece Journal. ] 

GraF (F.). e Tabackbesteuer- 
ung in Deutschland. Ann. des 
Deutsch. Reichs, 1900, No. 10. 
(Continued: on the monopoly 
proposal of 1882.] 

Hamitton (J. H.). The Place of 
the Service Tax in Modern Fi- 
nance. Journ. Polit. Econ., 
June. [Public wants are redu- 
cible to a demand for services, 
which may be obtained either b 
direct levy upon the strength an 
intelligence of the public or 
through the levy of goods or of 
money.] 

McCrea (R.C.). Tendencies in the 
Taxation of Transportation Com- 


panies in the United States. 
Annals Amer, Acad. of Polit. and 
Soc. Sci., May. 


Nina (Luigi). Die kleinsten Grund- 
steuer- und Gebiiudesteuerquoten 
in dem italienischen Steuerrechte. 
Zeitschr. ges. Staatsw., 56, Heft 3. 
[Should be abolished; a mistaken 
application of the principle of 
equal taxdtion. 

West (Max). e Income Tax 

and the National Revenues. 

Journ. Polit. Econ., Sept. [An in- 

come tax is a direct tax within 

the meaning of the Constitution, 
but is not desirable. ] 


7.50 fr. 

[This third volume of Say’s = 
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X. HISTORY, BIOGRAPHY, AND DESCRIPTION. 


and Economic. London: Long- 
man. 8vo. pp. xxvii, 476. 
[A collection of essays and re- 
luring the last eleven 
with some hitherto 
papers. Announced.] 

Brxerum, Office du Travail. Les 
industries a domicile en que. 
Vol. II. Brussels: = que. 
1900. 8vo. pp. 219, 82 

[Contents: (1) E. Dubois. L’in- 
dustrie du du lin dans les 


dustrie du tressage de la le 
dans la vallée du Geer; (3) C. G. 
de Pélichy, L’industrie "de la cor- 
donnerie en pays F With 
charts and maps. 

Bretow (G. von). Das_ iltere 
deutsche Stidtewesen und 
thum. Bielefeld: 
Klasing. 1898. 8vo. 
and 6 Kunst 
thent. 

[A survey German municipal 
life in the Middle A addressed 
to the eral er, and pro- 
fusely illustrated; one of the 
of hs ‘zur Welt- 


(R.) and TON 
History of Corn Milling. Vol. III. 
Feudal Laws and Customs. Lon- 
don: Simpkin. 1900. 8vo. pp. 


. 6d. 
[Vol. I. a in 1898; Vol. 


1899 
Bryce The Remarkable 
History of the Hudson’s Bay Com- 
London: Low, 
1900. 8vo. pp. 524. 


(F. G.). South Amer- 
ica: Social, Industrial, Political. 
= York The Saalfield Publ. 


Reprinted 
g, amon, we topics’ topi 


in on Bolivian and 

nitra e w 

(C). 


d’un village avant la Révolution). 
Chaleauroux: Mellottée. 16mo. 
pp. xvi, 276. 

DESCHESNE (L.). L’évolution éco- 
nomique de l’industrie de la laine 
en Angleterre. Paris: L. Larose. 
1900. 8vo. pp. 282. 

[Dissertation for the doctorate 
**en économie politique’ at Liége. 
Covers briefly the Middle Ages 
and early modern period, more 
fully the Industria Revolution 
and the nineteenth century. ] 

DRANCOTTE (H.). L’industrie dans 
la Gréce ancienne. Vol. I. Brus- 
sels: Société belge de librairie. 
1900. vibe PP. ber 

EHRLER (Jos. grargeschichte u. 
“ esen der Johanniterherr- 

Heitersheim. Ein Beitrag 
Wirtschaftsgeschichte des 
Breisgaus. yy J. C. B. 
Mohr. 1900. 8vo. pp. 77. 2.50 m. 

[In Volkswirtschaftliche Ab- 
handlun der badischen Hoch- 
schulen. 

Foster (Wm.), editor. Letters re- 
ceived by the East India Company 
from its Servants in the t. 
Vol. IV., 1616. London: Low, 
Marston & Co. 1900. 8vo. 21s. 


Gens, Jr.). Life of 
ey New York: 
Doub bleday, Co. 8vo. 


A biography of 
the elder George, by his son.] 
GERMANY, Statistical Bureau. Die 
deutsche Volkswirthschaft am 
Schlusse des 19 Jahrhunderts. 
Auf Grund der Berufszihlung 
von 1895 und nach anderen Quellen 
bearbeitet im kais. statist. Amt. 
Berlin: 1900. Puttkammer & 
Miihlbrecht. 8vo. pp. 216. 1m. 
[An official summary, for the 
general public, of the great census 
of occupations in 1895, whose re- 
sults in detail fill 18 volumes. ] 
Hesse (Dr. R.). Entwickelung 
der agrarrechtlichen Verhiltnisse 
im Stifte, spiiteren Herzogtum 


\ 
Asuizy (W. J.). Surveys, Historic 
| 
Flandres; (2) M. Anciaux, L’in- 
| 
| 
| 
| 
| 
| 
q 
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Verden. Jena: G. Fischer. 1900. 
8vo. pp. 244. 5m. 
[In Conrad’s Abhandlungen.] 
KE LLEs-KRANz (C. de). Les bases 
des formes primi- 
tives de la famille. Paris: Giard 
et Briere. 1900. Pam., 8vo. 
1.50 fr. 
[The author is professor at the 
Collége libre des sciences sociales, 
Kmrorexk (Dr. B.). Siedelung un 
Waldwirtschaft im  Salzforst. 
Ein deutschen Wirt- 
schaftsgeschichte. Leipzig: A. 
Deichert. 1900. 8vo. pp. 194. 


3.60 m. 

[In Wirtschafts- u. Verwaltungs- 
studien, edited by G. Schanz.] 

Lronarp (E. M.). The Early His- 
tory of English Poor Relief. 
Cambridge: The University Press; 
New York: Macmillan. 1900. 
8vo. pp. 368. 7s. 6d. 

[A considerable addition to our 
knowledge for the later years of 
the sixteenth century and the 
early years of the seventeenth. 
Largely from unprinted nN 

Martin (G.). ‘industrie et le 
commerce du Velay aux XVII° 
et XVIIIe sitcles. Le Puy-en- 
Velay: Marchesson. 1900. 8vo. 
pp. 236. 

Nrespoer (Dr. H. J.). as 
an Industrial System. Ethno 5 3 
cai Researches. The Hague: 
Nijhoff. 1900. 8vo. pp. 474. 

A scholarly work, treating the 
economic aspects of slavery, pri- 
marily among savages. Part I., 
Descriptive, is on the various 
forms of slavery and on its 
distribution. Part II., 

eoretical, is on slavery amon 
hunting, pastoral, agricult 
tribes, with chapters on the tran- 
sition from serfdom to freedom. 
The main thesis, following Loria 
and Wakefield, is that where culti- 
vatable land has been appropri- 
ated, slavery tends to wee 

Page (T. W.). The End of Vil- 
lainage in England. New York: 
Macmillan Co. 1900. (Publica- 
tions of Amer. Econ. Assoc.) 8vo. 


pp. 99. $1. 

[The publication in English 
form of the remarkable German 
dissertation wherein the author 


for the first time traced the prog- 
ress of commutation of services 
for money rents, with the aid of 
material in the Record Office.] 

PERQUEL (L.). La crise du charbon 
en Allemagne. Rapport présenté 
au ministre du commerce. Paris: 
Guillaumin. 1900. 4to. 2.50 fr. 

ScHMELZLE (H.). Der Staatshaus- 
halt des Herzogtum Bayern im 18 
Jahrhundert, mit Beriicksichti- 
gung der wirtschaftlichen, poli- 
tischen, und sozialen Verhiltnisse 
des Landes dargestellt. Stutt- 

1900. 8vo. pp. 
. 9m. 
[In Miinchener_ volkswirth- 
schaftliche Studien. ] 

(Dr. A.). Geschichte des 
mittelalterlichen Handels und 
Verkehrs zwischen Deutschland 
und Italien mit Ausschluss von 
Venedig. Leipzig: Duncker & 
Humblot. 1900. 8vo. 2 vols. 


30 m. 

SHARPE (R. R.), editor. Calendar of 
Letter-books of the City of Lon- 
don. Vol. I., Letter-book A, circa 
A.D. 1275-1298. Vol. II., Letter- 
book B, circa A.D. 1275-1312. 
London. 1899, 1900. Printed by 
order of the corporation. Imp. 
8vo. pp 259, 320. 

hese letter-books furnish val- 
uable material for the study of 
medisval methods of business 
and legal . Only a small 
portion of their contents has hith- 
erto been accessible (in Riley’s 
Memorials); and the publication 
of the present calendar, giving a 
summary of each document, and 
all the more interesting particu- 
lars, will be of great service.] 

Sterren (G. F.). Studien zur Ge- 
schichte der englischen Lohnar- 
beiter, m. besond. Beriicksichti- 
gang der Verinderungen ihrer 

benshaltungen. Vol. I. Pt. 1. 
Stuttgart: obb & Biichle. 
1900. 8vo. pp. 176, 2 colored 
plates. 4m. 


In Periodicals. 


Betow (G. v.). Grosshindler u. 
Kleinhandler im deutschen Mittel- 
alter. Jahrb. f. Nat. Oek., 20, 
Heft 1. [There was no division 
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of traders into wholesale dealers 
and retail: the retail dealer inci- 
dentally carried on wholesale deal- 
ings also. ] 

Bruce (P. A.). The Social and 
Economic olution in the 
Southern States. Contemp., 


July. 

CALDERON (G.). Russian Trade in 
China. Contemp., Sept. [Argu- 
ing that England, with its excess 
of im into Russia, should 
help Russia with her excess of 

W.). A Significant 
Chapter in the History of Cur- 
rency. Econ. Rev., July. [Ar- 
gues that the adoption of the gold 
standard by England took p 
insensibly in the eighteenth cen- 
tury, owing to the disastrous state 
of the depreciated silver. ] 

CaRLYLE (R. W.). Famine Admin- 
istration in a District in 
1896-97. Econ. Journ., Sept. 
[By the collector in lo 

CRowELL (J. F.). The Sugar Situ- 
ation in the West Indies. Yale 
Rev., Aug. tter methods of 

luction declared to be the sole 
ble remedy. ] 

Drx (A.). Die deutschen Ostsee- 
stiidte und die ihrer 
wirthschaftlichen Entwickelung. 
Preuss. Jahrb., Sept. [An elabo- 
rate survey of the commercial and 
industrial situation of the German 
cities on the Baltic. 

GREENWOOD (W.). Years of 
British Ind from the Work- 
July. [The autoblographical im: 

A e autobiograp 
ions of a well-known leader 
of the co-operative movement. ] 

Hourcuins L.). tion of 
Wages by Gilds and Town Au- 
thorities. Econ. Journ., 

for more independent 


action on the part of the English 
craft companies, A.D. 1551-1705. 
than is usually attributed to them. 

Ja¥Fré (E.). englische Baum- 
wollindustrie und die Organisa- 
tion des Exporthandels. Jahrb. 
f. Gesetzg., 24, Heft 3. [The in- 
creased participation of Conti- 
nental countries and the United 
States in the trade of markets 
once exclusively held by Britain.] 

KoLiuMANN (P.). Die gewerbliche 
Entfalt im Deutschen Reiche 
nach der Gewerbezihlung vom 14 
Juni, 1895. Jahrb. f. Gesetzg., 24, 
Heft 3. 

Kroporxern (P.). The Small In- 
dustries of Britain. Nineteenth 
Century, Aug. [Small industries 
are not a mere survival from the 
past and are not doomed to dis- 


appear. ] 

MoArtTHuR (E. A.). The Regula- 
tion of Wages in the Sixteenth 
Century. English Historical Rev. 
July. [Shows, from unprinted 
sources, that the assessment of 
wages formed part of the 
routine work of the justices within 
the city of London. 

Unwin (G.). A Seventeenth Cen- 
tury Trade Union. Econ. Journ., 
Sept. [An important contribu- 
tion to a little-known period of 
English industrial history. ] 

Vino@raporr (P.). Agricultural 
Services. Econ. Journ., Sept. 
[Examines the contention that the 
uncertainty in the choice of ser- 
vices is a criterion of villain tenure 
in mediwval England.] 

Wacusmutx (Prof. C.).  Wirth- 
schaftliche Zustiinde in A ten 
wahrend der griechisch-ré en 
Periode. Jahrb. f. Nat. Oek., 19, 
Heft 6. —— and a private 
= of the Ptolemaic 
era. 
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XI. STATISTICS. 


Kérdésy (Dr. Jos.). Die finanziellen 


Ergebnisse der Actien-Gesell- 
schaften, Kritik und Reform der 
Statistik. Berlin: Puttkammer 
& Miihlbrecht. 1900. 8vo. pp. 
emoir pre or the Con- 
oy Securities held at Paris in 


In Periodicals. 


Bence-Jones (H.). On the Con- 


sumption of Alcoholic Beverages. 
Journ. Roy. Statist. Soc., June. 
[Comparative statistics on the 
consumption per head of spirits, 
wine, beer.] 


Neymarck (A.). La statistique 
internationale des valeurs mobi- 
litres. Bulletin Inst. Internat. de 
Statistique, XI., livr. 2. [Report 
to the Institute at its St. Peters- 
burg meeting of 1897. Also re- 
Pain separately by Guillaumin, 

Ss. 

TuRQuAN (V.). Evaluation de la 
fortune privée en France (suite). 
Rev. d’Econ. Pol., July. 

Wittcox (W. F.). American Cen- 
sus Methods. Forum, Sept. [Ex- 
— the actual work of com- 
piling the census. ] 


XII. REPRINTS, TRANSLATIONS, AND NEW EDITIONS. 


ANITCHKOW (M.). Warand Labour. 


London and New York: Long- 
mans, Green & Co. 1900. 8vo. 
pp. xii, 578. $65. 
German translation of 
ussian original appeared earlier 
in the year. Part I. considers 
international relations at large; 
Part IL., tariffs, free trade, and the 
like; Part III., government activ- 
ity in general, covering a wide 
range of subjects. The treatment 
is discursive, the point of view in 
general individualistic. ] 


AsHLEY (W. J.). Histoire et doc- 


trines économiques de Angle- 
terre. Tome II, La fin du moyen 
Traduit sur la 3° édition 


angla revue "auteur. 
Paris: Giard et Briére. 1900. 
8vo. 10 fr. 


The first volume of the trans- 
lation appeared in 1899: the sec- 
ond now completes it. 


BAMBERGER (L.). usgewihlte 


Reden u. Aufsitze iib. Geld- u. 


utz der deutschen Goldwihr- 


ung.] 
maseimee (C. F.). La théorie du 
commerce international. Traduit 


sur la 2° édition anglaise, revue 
r Vauteur. Paris: Giard et 
riére. 1900. 12mo. 3 fr. 
(C. J.). Introduction to 
the Study of Economics. New 
and revised edition. New York: 
Silver, Burdett & Co. 1900. 
12mo. pp. 512. $1.25. 

[In the revision the chapter on 
Value has been rewritten, and a 
new chapter added on Public Ex- 
penditures and Revenues. ] 

GEORGE (Henry). Our Land and 
Land Policy. New York: Double- 
Co. 1900. 8vo. pp. 


[Announced. Reprinted essays; 
the first, which gives the volume 
its title, being the early paper 
from which Progress and Poverty 


sprang. 
GoLowIn (K.). Russlands Finanz- 
litik u. die Aufgaben der Zu- 
ossowski. pzig: O. 
1900. 8vo. pp. 253. 4.50 m. 
Howe. (George). Trade Union- 
ism, Old and New. Third edi- 
tion, revised and enlarged. Lon- 
don. 1900. 8vo. 2s. 6d. 
[Organization of labor; rise and 
progress of combinations of work- 
men; trade unionism, its origin, 


| 
\| 
| 
Bankwesen. Berlin: Guttentag. 
| 1900. 8vo. pp. 510. 9m. 
| [In Schriften des Vereins zum 
| 
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development, and progress ; the 
“old trade unionism,’’ constitu- 
tion and government, provident 
benefits, and strike pay; the ‘‘ new 
trade unionism,’’ chief character- 
istics; State aid, State regulation 
e unions and progress 
1890-1900. ] 
Kaurmann (R. de). La politi 
francaise en matitre de 
de fer. Paris: Béranger. 
8vo. pp. 1,000. 30 fr. 
a supplementary 
by Frente Hamon, sous-chef de 
bureau i the French ministry of 
Levasseur (E.). Histoire des 
classes ouvriéres et de l'industrie 


NOT 
Apams (Brooks). America’s Eco- 
nomic Sup! . New York: 


[Six re reprinted on the 
ar and the 
the World, the New ho le 
for Life among Nations, Eng land’s 
Decadence e West baie, N Nat- 
ural Selection in Literature, the 
poy | of England, Russia’s Inter- 
in China. The title does not 
y ae So the contents of the vol- 
ume, which is concerned with 
political questions more than with 
economic. 


Giard et Britre. 1900. 8vo. 6 fr. 

[The author is docteur és sci- 
ences and lauréat of the Ecole des 
sci. pol. Part I. considers the 
financial aspects of these stock 
exchange transactions; Part II., 
the legal questions involved. 


gas is made with foreign 
of Political 
Social ence. Corpo 


New York: McClure, Phillips & 
Co. 1900. 8vo. $1.50. 
[Addresses at the meeting of 


the Academy in April, 1900, on 


(J.). 


en France avant 1789. Deuxitme 
entitrement refondue, 

A. Rousseau. 1900. 8vo. 


long been out of of pint 
ourn 


heures, Traduit ar F, Starck. 
Paris: Giard et Britre. 1900. 
8vo. pp. 363. 


Say (Léon) et CHAILLEY-BERT (J “a 


Nouveau dictionnaire d’économie 
politique (2 vols.). Paris: Guillau- 
min. 1900. 8vo. 69 fr., bound. 

[Second edition, containing a 
supplement. ] 


CLASSIFIED. 


(1) Control of Public-service Cor- 

by Messrs. Rowe, Coler, 

y, : (2) Influence on 
Political Life, by Senator Lindsay; 
3) by Messrs. D: 

anamaker, Baldwin; (4) The 

Future of Protection, by Senator 

Aldrich and Messrs. Porter, 


Miller.] 
ANNALES de I’ Institut 


de Sociologie. Vol. 
Giard et Britre. 1900. 8vo. T7fr. 
[Contains papers by Achille 
Loria, entitled ‘La Lociologie 
Glottologique,” by M. Kovalew- 
sky on Comparative Law and So- 
ciology, by R. de la Grasserie upon 
Theocracy, as well as articles on 
department stores, co-operative 
societies, and ‘‘the movement of 
humanity.’’] 


CARNEGIE (A.). The Gospel of 


Wealth, and Other 


pp. 805. 
CLEws (Henry). The Wall Street 


Point of View. New York: Sil- 
ver, Burdett & Co. 1900. 12mo. 
pp. xiv, 290. $1.50. 

[Discursive chapters on a 
array of subjects,— railways, 
trusts, speculation, recent finan 
cial and political history,— with 
no new note struck in the whole.] 


| 


_ | to ap- 
pear in September, Volume II. at 
the beginning of 1901. The first ' 
| 
acmillan Co. 1900. 12mo. pp. | 
Auurx (Edgar). Des reports dans 
les bourses de valeurs. Paris: 
t elfare, | 
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CottreR (W. M.). The Trusts: 
What can we do with them? 
What can they dofor us? New 
York: Baker & Taylor Co. 1900. 
ee pp. 348. $1.25; in paper, 

Cc 


[A rational survey, though not 
offering much novelty: ‘‘ Abolish 
special privileges, prevent unfair, 
‘cut-throat’ competition, com 
corporations to sell to all on equal 
terms, give full publicity, prevent 
over-capitalization, make corpora- 
tions honest, and competition, we 
believe, will do the rest.’’] 

Conant (C, A.). The United States 
in the Orient: The Nature of the 
Economic Problem. Boston: 
Mifflin & Co. 12mo, 


[Contents: The Economic 
Basis of Imperialism; Russia as a 
World Power; Can New Openings 
be found for Capital? The New 
Economic Problems; The Eco- 
nomic and Political Problem for 
the United States: Their Advan- 
tages in the Competition for Com- 
mercial Empire. ] 

HARPER (Wm. H.). ‘Restraint of 
Trade’’: Pros and Cons of Trusts 
in Facts and Principles. Chicago: 
The Author. 1900. S8vo. pp. 
868. 

[A elassified collection of opin- 

ions from various sources on the 

several aspects of the trust prob- 


lem.] 

JENKS (J. W.). The Trust Prob- 
lem. McClure, Phillips & Co, 
1900. 12mo. ne 281. $1. 

[Contents: The Wastes of Com- 
— Favors to Combinations; 

mbination and Monopoly; 
Promoter and Financier; The 
Basis of Capitalization; Organiza- 
tion and Management; Prices 
Sugar, Whiskey, Petroleum, Tin 

late); Wages; Political and So- 
cial Effects; Legislation. An ap- 
pendix reprints some documents 
and the —= New York Com- 
panies’ Act. The book gives the 
results of years of discriminating, 
long-continued investigation. ] 

Kumsvure (R.). Die Entwickelung 
des gewerblichen Unterrichts- 
wesensin Oesterreich. Tiibingen: 
Mohr. 1900. 8vo. pp. 240. 7m. 


[In Wiener staatswissenschaftl. 
Studien. 
MAYER (M., docteur en droit). Le 
secret des affaires commerciales. 
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